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It is the aim of the Association for International Con- 
ciliation to awaken interest and to seek cooperation in 
the movement to promote international good will. Thi 
movement depends for its ultimate success upon in- 
creased international understanding, appreciation, and 
sympathy. To this end, documents are printed and 
widely circulated, giving information as to the progress 
of the movement and as to matters connected therewith, 


in order that individual citizens, the newspaper press, 


and organizations of various kinds may have accurate 
: . . ‘ ssh ‘ 1 slal 
information on these subjects readily available 


The Association endeavors to avoid, as far as pos 


sible, contentious questions, and in particular questions 


relating to the domestic policy of any given nation 
tl 


Attention is to be fixed rather upon those underlying 


principles of 


international law, international conduct, 


and international organization, which must be agreed 
upon and enforced by all nations if peaceful civiliza 
tion is to continue and to be advanced. A list of pub- 


lications will be found on page 109 


Subscription rate: Twenty-five cents for one year, or 


one dollar for f 


ive years. 





eee 





IIT. 


VI. 


CONTENTS 


[THE BALFOUR NOTE OF AUGUST I, 1922, AND THE 
FRENCH REPLY OF SEPTEMBER 3, 1922 


THE AMERICAN BANKER’S RESPONSIBILITY TODAY, BY 


Tuomas W. Lamont. Address at the Convention 
of the American Bankers Association, New York 


City, October 3, 1922 


REPARATIONS AND INTERNATIONAL DEBTS, BY THE 
RiGHT HONORABLE REGINALD McKenna. Address 
at the Convention of the American Bankers Associa- 
tion, New York City, October 4, 1922 


[THE REPAYMENT OF EUROPEAN DEBTS TO OuR Gov- 
ERNMENT, BY: HERBERT HOOVER, SECRETARY OF 
ComMMERCE. Address Delivered at Toledo, Ohio, 


October 16, 1922 


THE ALLIED Dests: A CONSTRUCTIVE CRITICISM OF 


SECRETARY Hoover’s VIEWS, BY EDWIN R. A. 


SELIGMAN . 


THE INTERALLIED DEBTS AS A BANKING PROBLEM, BY 


BENJAMIN M. ANDERSON, JR. Address before the 
Arizona Bankers Association, Bisbee, Arizona, 


November II, 1922 


4 


“J 
N 


90 














INTER - ALLIED INDEBTEDNESS 
DUE TO WORLD WAR 


WITH ACCRUED INTEREST APPROXIMATED 


COPYRIGHTED BY 


NATIONAL INDUSTRIAL CONFERENCE BOARD 


NEW YORK CITY 


FIGURES IN MILLIONS OF DOLLARS 
\CONVERTED AT PAR OF EXCHANGE 


DEBITS CREDITS 







UNITED STATES 


UNITED KINGDOM 5.2693 


FRANCE 5.867 








ITALY Pee es ———, 
oara an coe ee Lee want 
RUSSIA 45/0 m3, tee 13 acre ~~ 
‘ - _ — 
BELGIUM 


u.K. DOMINIONS 


OTHER NATIONS | jece 
TOTAL DEBITS~-825,200' TOTAL CREDITS - $25.260 


i ae aS a ae 
OVE FROM ‘UNITED STATES UNITED “KINGDOM FRANCE OTHER NATION 
| 
UNITED KINGOOM 4.747 i sm 
ITALY 1.69) —_ a 34 
} 
RUSSIA Jezo 3.190 1.092 
BELGIUM Bee 44a 737 
UK. OOMINIONS 732 
} 
OTHER NATIONS © [Jaco Ses L107 
(SOURCE. BANMERS TRUST COMPANY 
Reprinted from the Journal of the American Bankers Association, November, 


1922, with the permission of the National Industrial Conference Board. 





0 








THER NATO 


ese 


Ben 


4 















DISPATCH TO THE REPRESENTATIVES OF 
FRANCE, ITALY, SERB-CROAT-SLOVENE 
STATE, ROUMANIA, PORTUGAL AND GREECE 
AT LONDON RESPECTING WAR DEBTS! 


The Earl of Balfour to the French Ambassador.’ 


Your Excellency, Foreign Office, August 1, 1922. 


As your Excellency is aware, the general question 
of the French debt to this country has not as yet been 
the subject of any formal communication between 
the two Governments, nor are His Majesty’s Gov- 
ernment anxious to raise it at the present moment. 
Recent events, however, leave them little choice in the 
matter, and they feel compelled to lay before the 
French Government their views on certain aspects of 
the situation created by the present condition of in- 
ternational indebtedness. 

Speaking in general terms, the war debts, exclusive of 
interest, due to Great Britain at the present moment 
amount in the aggregate to about £3,400,000,000, 
of which Germany owes £1,450,000,000, Russia 
(650,000,000 and our Allies £1,300,000,000. On the 
other hand, Great Britain owes the United States 
about a quarter of this sum, say £850,000,000, at par 


of exchange, together with interest accrued since 1919. 


1 > +} ? } 1r > - as 
{ i CU i t PLit i ¥ > <a} iu 3 . 
Reprinted fror > Br White Paper, Cmd. 1737 
Also to the representatives of Italy, Serb-Croat-Slovene State, 
Roumania, Portugal and Greece, mutatis mutandis. 
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No international discussion has yet taken place on 
the unexampled situation partially disclosed by these 
figures; and, pending a settlement which would go to 
the root of the problem, His Majesty’s Government 
havesilently abstained from making any demands upon 
their Allies, either for the payment of interest or the 
repayment of capital. But, if action in the matter has 
hitherto been deemed inopportune, this is not because 
His Majesty’s Government either underrate the evils 
of the present state of affairs, or because they are 
reluctant to make large sacrifices to bring it to an end. 
On the contrary, they are prepared, if such a policy 
formed part of a satisfactory international settlement, 
to remit all the debts due to Great Britain by our 
Allies in respect of loans or by Germany in respect of 
reparations. 

Recent events, however, make such a policy difficult 
of accomplishment. With the most perfect courtesy, 
and in theexerciseof their undoubted rights, the Ameri- 
can Government have required this country to pay the 
interest accrued since 1919 on the Anglo-American 
debt, to convert it from an unfunded to a funded debt, 
and to repay it by a sinking fund in twenty-five years. 
Such a procedure is clearly in accordance with the 
original contract. His Majesty’s Government make 
no complaint of it; they recognise their obligations 
and are prepared to fulfill them. But evidently they 
cannot do so without profoundly modifying the course 
which, in different circumstances, they would have 
wished to pursue. They cannot treat the repayment 

of the Anglo-American loan as if it were an isolated 
incident in which only the United States of America 
and Great Britain had any concern. It is but one of a 
connected series of transactions in which this country 
[6] 
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appears sometimes as debtor, sometimes as creditor, 
and, if our undoubted obligations as a debtor are to be 
enforced, our not less undoubted rights as a creditor 
cannot be left wholly in abeyance. 

His Majesty’s Government do not conceal the fact 
that they adopt this change of policy with the greatest 
reluctance. It is true that Great Britain is owed more 
than it owes, and that, if all interallied war debts were 
paid the British Treasury would, on balance, be a large 
gainer by the transaction. But can the present world 
situation be looked at only from this narrow finan- 
cial standpoint? It is true that many of the Allied and 
Associated Powers are, as between each other, credi- 
tors or debtors, or both. But they were, and are, much 
more. They were partners in the greatest international 
effort ever made in the cause of freedom; and they 
are still partners in dealing with some, at least, of its 
results. Their debts were incurred, their loans were 
made, not for the separate advantage of particular 
States, but for a great purpose common to them 
all, and that purpose has been, in the main, accom- 
plished. 

To generous minds it can never be agreeable, al- 
though, for reasons of State, it may perhaps be neces- 
sary, to regard the monetary aspect of this great event 
as a thing apart, to be torn from its historical setting 
and treated as no more than ordinary commercial deal- 
ing between traders who borrow and capitalists who 
lend. There are, moreover, reasons of a different order, 
towhich I have already referred, which increase the dis- 
taste with which His Majesty’s Government adopt so 
fundamental an alteration in the method of dealing 
with loans to Allies. The economic ills from which 
the world is suffering are due to many causes, moral 
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and material, which are quite outside the scope of 
this dispatch. But among them must certainly be reck- 
oned the weight of international indebtedness, with all 
its unhappy effects upon credit and exchange, upon na- 
tional production and international trade. The peoples 
of all countries long for a speedy return to the normal. 
But how can the normal be reached while conditions 
so abnormal are permitted to prevail? And how can 
these conditions be cured by any remedies that seem 
at present likely to be applied? 

For evidently the policy hitherto pursued by this 
country of refusing to make demands upon its debtors 
is only tolerable so long as it is generally accepted. It 
cannot be right that one partner in a common enter- 
prise should recover all that she has lent, and that 
another, while recovering nothing, should be required 
to pay all that she has borrowed. Such a procedure is 
contrary to every principle of naturaf justice and can- 
not be expected to commend itself to.the people of this 
country. They are suffering from an unparalleled 
burden of taxation, from an immense diminution in na- 
tional wealth, from serious want of employment, and 
from the severe curtailment of useful expenditure. 

hese evils are courageously borne. But were they 
to be increased by an arrangement which, however 
legitimate, is obviously one-sided, the British tax- 
payer would inevitably ask why he should be singled 


1 } 


out to bear a burden which others are bound to share. 


Tosucha question there can be but one answer and 
I am convinced that Allied opinion will admit its jus- 
tice. But while His Majesty’s Government are thus 


regretfully constrained to request the French Gov- 
ernment to make arrangements for dealing to the 
best of their ability with Anglo-French loans, they 
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desire to explain that the amount of interest and re- 
payment for which they ask depends not so much 
on what France and other Allies owe to Great Britain 
as on what Great Britain has to pay America. The 
policy favored by His Majesty is, as I have already 
observed, that of surrendering their share of German 
reparation, and writing off, through one great trans- 
action, the whole body of interallied indebtedness. 
But, if this be found impossible of accomplishment, 
we wish it to be understood that we do not inanyevent 
desire to make a profit out of any less satisfactory ar- 
rangement. In nocircumstances do we propose to ask 
more from our debtors than is necessary to pay to our 
creditors, and while we do not ask for more, all will 
admit that we can hardly be content with less. For it 
should not be forgotten, though it sometimes is, that 
our liabilities were incurred for others, not for our- 
selves. The food, the raw material, the munitions re- 
quired by the immense naval and military efforts of 
Great Britain and half the £2,000,000,000 advanced 
to Allies were provided, not by means of foreign 
loans, but by internal borrowing and war taxation. 
Unfortunately, a similar policy was beyond the 
power of other European nations. An appeal was 
therefore made to the Government of the United 
States; and under the arrangement then arrived at the 
United States insisted, in substance if not in form, 
that, though our Allies were to spend the money, it 
was only on our security that they were prepared to 
lend it. This cooperative effort was of infinite value 
to the common cause, but it cannot be said that the 
role assigned in it to this country was one of special 
privilege or advantage. 

Before concluding I may be permitted to offer one 
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further observation in order to make still clearer the 
spirit in which His Majesty's Government desire to deal 
with the thorny problem of international indebtedness, 

In an earlier passage of this dispatch I pointed out 
that this, after all, is not a question merely between 
Allies. Ex-enemy countries also are involved; for the 
greatest of all international debtors is Germany. 
Now His Majesty’s Government do not suggest that, 
either as a matter of justice or expediency, Germany 
should be relieved of her obligation to the other 
Allied States. They speak only for Great Britain; and 
they content themselves with saying once again that, 
so deeply are they convinced of the economic injury 
inflicted on the world by the existing state of things 
that this country would be prepared (subject to the 
just claims of other parts of the Empire) to abandon 
all further right to German reparation and all claims 
to repayment by Allies, provided that this renun- 
ciation formed part of a general plan by which this 
great problem could be dealt with as a whole and find 
a satisfactory solution. A general settlement would, 
in their view, be of more value to mankind than any 
gains that could accrue even from the most successful 


enforcement of legal obligations. 
I have, etc. 


BALFOUR. 


POSITION OF THE FRENCH GOVERNMENT 
REGARDING INTERALLIED DEBTS. 
NOTE OF SEPTEMBER 1, 1922! 

Lord Balfour on August 1 handed to the French 
Ambassador in London, as well as to the representa- 
tives of the other European nations, Allies of Great 


(Reprinted from the New York Times, September 2, 1922.) 
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Britain, a letter in which the British Government sub- 
mitted to the other Governments its views on certain 
aspects of the situation created by the present status of 
international debts. 

His Majesty's Government consequently aske.. the 
French Government to take measures to handle as 
best it could its debts to England while explaining 
that “the total of interest and payments demanded de- 
pend not so much on what France and the other Allied 
States owed Great Britain as on what Great Britain 
must pay to America.” 

It declared finally that it was so perfectly con- 
vinced of the bad influence of the present state of 
things upon the world economic situation that it would 
be disposed (with the reservation of the just claims of 
other States of the British Empire) to give up at once 
all right to German reparations and to repayments by 
her Allies on condition that this cancellation were 
included in a general plan by which this important 
problem could be dealt with as a whole and settled in 
a satisfactory manner. 

The French Government has attached all due im- 
portance to this communication, the lofty and cour- 
teous terms of which it holds in high appreciation. It 
is, like the British Government, convinced that the 
problem of reparations can have a real solution only 
if it is not connected in any manner with the problem 
of interallied debts; it seems to it necessary that this 
question be examined before long in all its aspects in a 
conference to which should be invited without excep- 
tion all the interested Allied countries. That might 
have been done at the last London conference if the 
British Government had not previously by its note of 
August I taken the position of asking the French Gov- 
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ernment to prepare to pay in the measure that Great 
Britain was obliged to pay the United States. 

I believe I ought to observe that there cannot be 
established a close connection between the war debts 
the Allies contracted among themselves and the repara- 
tion debts. If the Allied Governments had not given 
each other reciprocal financial help from which the 
present war debts result either the war would have 
ended badly for them or it would have lasted much 
longer, and in either case it would have been the 
lending countries who by the work of their industries 
or by sending more troops would have had to make 
the effort which the borrowing countries did make in 
their stead. 

These debts were all contracted in the interest of a 
common cause. The purchases which they made were 
all contributed to the victory. During the preparation 
of the peace treaties the victorious countries decided 
for the first time in history not to claim from the 
conquered country the cost of the war. If the pay- 
ment of war debts is demanded these costs will fall 
upon those Allied countries which furnished the great- 
est military effort and which assumed the heaviest 
burden of the war 

As Lord Balfour well says, the interallied debts 
were contracted not for individual gain of particular 
countries, but for the great common purpose of all, 
and this purpose was entirely realized. From the 
moral point of view, realization of this fact would 
justify the cancellation of these debts. In any case, 
it cannot be denied that it gives to these debts a 
character different from that of ordinary interna- 
tional debts. 

On the other hand, the reparation debt of Germany 
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is the effect of destructions which were voluntary and, 
for the most part, useless, and of the payment of pen- 
sions which are owed by the Allied Governments for 
losses inflicted by Germany. 

This necessary reparation for damage done ought 
to be paid by Germany. 

This necessary reparation (for) damage done ought 
naturally to have priority over all other settlements. 
France, who, of all the belligerent countries, was most 
afflicted by territorial destructions, sees herself 
forced, since the payments promised by Germany 
have not been made, to proceed herself to the restora- 
tion of other devastated provinces. It is the advances 
which she has made from her resources which cause 
the present disequ:librium of her budget. 

She can in no case consider any settlement whatso- 
ever of the debts she contracted during the war as 
long as the sums which she has advanced and which 
she will have to advance for reconstruction of her dev- 
astated regions have not been covered by Germany, 
directly or by means of a combination permitting her 
to mobilize in the near future a sufficient part of her 
de bt. 

But once Germany shall have acquitted this obliga- 
tion which ought to come before all others, the French 
Government would not be opposed to consideration 
of a general settlement of international debts. 

In addition, when it shall be a question of the French 
Government examining in particular a settlement of 
the British debt, count should be taken of certain 
considerations 

In the first place the French Government, which 
borrowed from the United States and from Great 
Britain only to cover its own purchases and without 
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there being any question of guarantee by a third 
party, must make a distinction between war debts it 
contracted towards these two countries. A part of 
the debt owed the United States was incurred after 
the armistice to cover the purchase of American stocks 
delivered to the French Government and which it 
resold at a profit to the French Treasury; at least 
this part of the debt is a commercial debt. Without 
doubt for the rest of the American credit to France 
one can use the same reasoning as for the other inter- 
allied debts. One cannot forget, nevertheless, that 
the United States entered the war without its existence 
being directly menaced and to defend with its honor 
the principles which form the basis of civilization. 
Whereas England, like France, had to safeguard not 
only her independence and the territory, but also lives 
and property and means of existence of her citizens. 

In the second place the total of the debt to Great 
Britain, which in reality is not yet fixed at exact 
figures, should in justice be the object of revision. 
For example, in the deliveries of supplies and material 
between the Allies the English ordnance credited 
itself with all deliveries made at the top price and 
increased that to take count of “departmental ex- 
penses,” which is to say overhead costs and export 
duties collected by the British Government, whereas, 
on the contrary, the French ordnance charged its de- 
liveries to the British Army at the interior rate paid 
for French deliveries to the French service without 
taking count of overhead cost or taxes. 

Thus, when the status of payments made for the 
reparation of devastated regions in France shall per- 
mit of a settlement of debts among the Allies, this 
settlement should be preceded by a careful study, to 
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reduce the total of the debts to fair figures established 
upon an identical basis. It should, besides, be as 
general as possible. The Government of the Republic 
asks in this respect to be treated as it treats our com- 
mon Allies. However, it does not ask the payment of 
sums which our Allies owe it; it takes account of the 
fact that, morally and materially, such a claim is in- 
deed inadmissible, and does not even think of making 
this. 

While rendering homage to the spirit in which the 
British Government desires to discuss the problem of 
international debts, the Government of the Republic 
believes it must draw its attention to the considera- 
tions mentioned above. With this reservation, it con- 
siders also that a general settlement of these, if it 
were acquired at the price of reciprocal sacrifices, 
would be to the profit of humanity. 


(Signed) RAYMOND POINCARE 


Paris, September 1, 1922. 
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II 


THE AMERICAN BANKER’S 
RESPONSIBILITY TODAY 


By Tuomas W. Lamont 


77 


Address Delivered at the Convention of the American 
Bankers Association, New York City 


October 3, 1922 


As chairman of the local Reception Committee and 
in behalf of New York’s bankers and citizens gener- 
ally, I bid you welcome to this city. We want you 
to feel that New York City is your city—not for this 
convention week alone, but for all time. For we 
would have you believe with us, once and for all, 
that New York is not local to the Atlantic seaboard, 
but is countrywide in its interests, in its achievements, 
in its attachments. There exists in this country today 
far too much in the way of sectional feeling—a feeling 
which, if not tempered by more intimate intercourse 
and common experience, means disunity for our coun- 
try. To prevent any such unfortunate tendency is the 
part of all of us. 

New York is not made up of a citizenship separated 

by some mysterious distinction from the rest of the 
country. On the contrary, it is composed largely of 
men and women from every locality in the four quar- 
ters of America. Except for its size, it might be any 
other great American city. Broadway is another 
name for Main Street. Let me tell you in a word how 
we in New York feel. We feel that we have a share 
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equal with you all in the life and the ambitions of our 
country from the Atlantic to the Pacific. We have the 
same satisfactions, the same pride as you in the great 
manufactures and the wonderful agriculture of the 
Mississippi Valley, in the cotton fields of the South, 
in the wheat prairies of the Northwest, in the rugged 
grandeur of the Rockies and Sierras, in the fertility, 
the color, the charm of the Pacific slope. These great 
resources, the common inheritance of us all, which 
your boundless energy and capacity have developed 
to the benefit of the world, command our admiration 
and our gratitude. 

In the same way do you ali share deeply in whatever 
this City of New York possesses in the way of fine 
tradition, of character, of enterprise and accomplish- 
ment. Whatever it has builded for the stability and 
security of our country, you have had a share in that 
building. Whatever it has accomplished in the less 
material things of life, in music, letters and the arts, 
to such accomplishment, I say, you have contributed 
generously and in a portion that could never have been 
spared. Therefore it is that we would have you feel 
that New York belongs to the country and the coun- 
try to New York. Therefore it is that we would have 
you return here, time after time, members with us of 
a closely joined family, sympathetic in understanding, 
close in aspiration, warm in mutual affection. 


DoMESTIC BUSINESS CONDITIONS 


Our President here has asked me to say something 
about American business today, both domestic-wise 
and as it is affected by conditions abroad. As to the 
domestic situation by itself there would appear to be 
little cause for conflicting views. We seem to be well 
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into the final stage which, as the records of decades 
show, marks the end of one business cycle or the be- 
ginning of a new one. I hardly have to recall to you 
the successive stages of our business triumphs and 
our trials. First was the end-of-the-war phase of 
huge demands for commodities of all kinds, of swiftly 
mounting prices, of constantly expanding business and 
accompanying inflation. Second came the storm 
signals, namely, the heavy drop in security values in 
the last half of 1919. Third came the swift fall in 
commodity prices, not in America alone but all over 
the world—a fall that would have spelled disaster to 
American business had it not been for the sagacity and 
courage of you bankers here before me, backed up by 
the Federal Reserve System with a fine common- 
sense Southern banker at the head of it, Governor 
Harding of the Federal Reserve Board! Fourth in 
this cycle came finally the ease in money which 
denoted the flattening of prices with business on its 
back. That easing of money became marked in the 
summer of 1921, and now, as has been the case in 
other business cycles, we have, after a twelve-month 
of easy money, begun clearly to move forward again. 
We have had rude buffets and deep wounds. But 
American business has at last, with characteristic 
courage, bound up its bruises and is slowly moving 
on to new goals. 

Yet, despite clearing skies and fair weather, we 
have not yet cause for unbounded confidence. We 
must not forget that, before the race is won, we still 
have some hurdles to jump. What are some of these 
hurdles? Our farmers would tell us that a chief one 
is the low price prevailing for farm products. They 
say, “Yes, this is a big season for crops, but our net 

[18] 
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money gain will be small.” You know what the 
figures show, but here is the estimated comparison 
between our crops last year and this: 


1922 1921 
Wheat. ...... 818,000,000 bushels 795,000,000 bushels 
Corn....*%. .. .2,875,000,000 bushels 3,080,000,000 bushels 
Oats... . .1,255,000,000 bushels _1,061,000,000 bushels 
7 Cereals... ..5,274,000,000 bushels 5,195,000,000 bushels 
Cotton.... 10,600,000 bales 8,000,000 bales 


I shall not attempt to argue the point of lower prices; 
but I never knew any country to “go broke” because 
of its abundant crops. So, even though our farmers 
suffer disappointment, I think the low-price hurdle 
is the easiest one to jump. The farmers had high 
prices in 1919 and 1920, but the aftermath was a 
serious one for them. In the long run they, like all 
of us, will fare better on a moderate price scale, with 


small fluctuations. 


THE PROBLEM OF LABOR AND CAPITAL 


What other hurdles have we to leap in our race for 
prosperity? Certainly our labor strikes form one, and 
a big one at that, even though the worst may now seem 
to be over. We all say that we deplore these wretched 
struggles, yet the extent of our regret must be measured 
by our endeavor to prevent their recurrence; by our 
attempt to reconcile the conflicting views. As bear- 
ing upon this situation, I ask you, who are so influen- 
tial in counselling large men of business, to remember 
that in this country there are still traces of arrogance 
among employers, as there are manifest signs of arro- 
gance in labor. Yet the employer has even less excuse 
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for arrogance than the laborer. The high wages of the 
war and of the years just after had, not unnaturally 


“ 


, 
spoiling” effect upon labor. They gave 
labor the feeling that it must always share in the 
prosperity—never in the adversity of business. | 
deplore that feeling; yet I beg to remind you here that 
that feeling of labor, in so far as it was directed to the 
improvement of living conditions, to the gaining of a 


a somewhat 


little leisure and of the time to play and be happy, was 
wholly right and to the advantage of the community. 
From such men as you, such ambitions on the part 
of labor, moderately and wisely directed, should have 
every possible encouragement. 

The problem of capital and of labor will never be 
wholly worked out. People talk as if it were an ex- 
ample in arithmetic, capable of a final solution. It is 
no such thing. It isa problem of human beings: there- 
fore, of emotions, gropings, longings and ambitions. 
We can meet it only little by little, and only then 
if we put ourselves in the other fellow’s shoes and get 
his viewpoint. Do you and I want to change our jobs 
of long hours, evening conferences, heavy and con- 
tinuing responsibility, for the job of the man who has 
the chance in his daily work to relieve his brains with 
the work of his hands? Some days no doubt we all 
feel like it; but whether we would make exchange or 
would not, it is our responsibility to study more fully 
than we do today the conditions of labor and to be 
sure that, by and large, every competent worker (be 
he in the office or in the field) has an interval in the 
drudgery of work for that enjoyment of life that will 
make him a more contented and better citizen. In 
this matter you and I have a responsibility that we 


cannot dodge. 
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POLITICS AND BUSINESS 


What other hurdles have we to jump? If I should 
answer—politics—the response might well be that 
politics are always with us and must ever be reckoned 
with as a handicap upon business. If that is true, it 
is our own fault in the men whom we select to legislate 
for us. The hurdles against business which politics 
set up are likely to be more formidable in the con- 
tinued unsettlement which they threaten than in the 
actual results of legislation. That is the reason that 
the Bonus Bill, with its threat to tax several billions 
of dollars more out of the American people and dis- 
tribute the fund in such a way that probably no one 
would receive real benefit, has been a hurdle to busi- 
ness. That is the reason that President Harding’s 
ringing veto of the bill has created such a feeling of 
relief in the community. 

The tariff measure is of a somewhat different order. 
We shall be fortunate indeed if we do not find that 
in practice it protects a lot of industries that do not 
require protection, and cuts off from our farmers and 
manufacturers a lot of foreign markets that are ready 
to buy our commodities. Many of our people still 
fail to realize that the word “trade” means, in the 
final analysis, an exchange of goods or services. Many 
of us still cling to the idea that international trade, 
as the term applies to America, means that we can 
sell freely to all the markets of the world and in turn 
need buy from them little or nothing. This theory, 
which seems to be the basis of much of our tariff 
legislation, will, if pursued, surely wreck a big part 
of our foreign trade. If there is any one motto which 
American producers and legislators should learn by 
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heart, it is that oft-repeated one of the British mer- 
chants, who, over a century ago, declared that “He 
who will not buy, neither shall he sell.” 

Now, let us cast our eyes across the ocean, and see 
if we can derive any comfort from that situation. 
With war and rumors of war, with the Turk—the 
“Sick Man of Europe”—suddenly alive and kicking the 
Greeks all around the lot, with Russia, Germany and 
Austria what they are, with Ireland still in a ferment, 
we may well wonder what end is in sight. Yet to say 
that Europe has “gone all to pot,” or in fact to give 
vent to broad generalizations about Europe, is very 
dangerous. On the surface, yes, things look about as 
bad as they could. But you bankers, when you are 
sizing up a customer, look far beyond his mere written 
statement. You take into consideration his character, 
his life-long record and many other factors not plainly 
visible. So, in any size-up of Europe, we must take into 
account the invisible factors. And I say to you that 
these invisible forces are saving Europe today. Politi- 
cally, Europe may be in the doldrums or worse; but 
economically (though many people may disagree on 
this point) I, for one, believe that Europe is on the 
mend. 

INVISIBLE FORCES SAVING EUROPE 

What are these invisible forces that, I maintain, are 
so great as more than to offset the visible and unfortu- 
nate factors in the European situation? The first of 
them is productivity. Those forces that for almost 
five years were given over to the killing of men, are 
now being devoted to the growing of crops, to the 
making of goods. Second, trade is on the increase; not 
only as to Great Britain, the traditional merchant of 
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the world, which is already well on her feet, but as 
to the whole continent of Europe, even including 
Russia. England has, since 1919, paid off £275,000,- 
ooo of her external debt—an amount equivalent to 
one and one-third of America’s entire national debt 
prior to the world war. Last year France reduced the 
trade balance against her from an adverse figure of 
23 billion francs to 2 billion francs. 

The third point is that the people of Europe are 
saving. The war and its aftermath meant an orgy of 
spending. Now saving is taking its place. Politicians 
may disagree every morning upon the settlement of 
the reparations question, but meanwhile the brave 
French peasant, day by day, is growing his wheat, is 
saving his centimes. What, by the way, is the amount 
of savings that the French people have invested in 
their own government securities since the war? One 
hundred billion francs. 

As to Russia, just as I was leaving London early in 
the summer, practical business men, familiar with 
Russian conditions, made this prediction to me: That 
there are two ways, one akin to the other, in which the 
Russian situation will gradually improve. One is that 
the Soviet Government will begin to persuade foreign 
engineers, manufacturers, and other technical ex- 
perts to return to Russia and take in hand various 
units of production and transportation. The second 
is that foreign merchants will open up more active 
trade—not direct with Russia, which seems for the 
moment impossible—but with the buffer states like 
Latvia, Esthonia, etc., whose merchants (having 
formerly been a part of it) know Russia perfectly; 
and in return for shipments of goods into Russia can 
secure payment in kind or in some other way not open 
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to the ordinary foreigner. One of my friends described 
these two processes as to Russia as akin to the isolated 
skin-grafting operations that are sometimes under- 
taken upon a bad burn on the human body. A lot of 
little patches of healthy skin are stuck here and there, 
gradually grow and after a time, with good luck, come 
together and cover the whole burn. I was inclined to 
think this a pretty good metaphor and to believe that 
this prophecy as to Russia was not unlikely of fulfill- 
ment, even though the time involved may be long and 
weary. 


GRIEvous Loss or MAN POWER 


Grievously as the Continent of Europe has suffered 
from the war, I would remind you that we are too apt 
to reckon such losses in material terms—in the destruc- 
tion of dwellings, of mines and of means of production. 
Europe’s greatest loss, one for which not only she but 
the whole world must suffer for generations to come, 
is the death of millions of her young men; vital, eager, 
ambitious; singers, painters, poets; men of imagination 
and of genius, upon whose ideas a great portion of the 
world depended for its future progress, for its discov- 
eries in science, for its inspiration in the arts. Do you 
remember those lines of young Rupert Brooke, him- 
self destined a little later to lay down his life in the 
great Cause: 


“These laid the world away; poured out the red 
Sweet wine of youth; gave up the years to be 

Of work and joy, and that unhoped serene 

That men call age; and those who would have been, 
Their sons, they gave, their immortality.” 


And Europe's great tragedy has been the loss of such 
lives and the upset of her social structure, the restora- 
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tion of which will require far more of time and patience 
than the repair of the material destruction wrought 
upon her. It is to such spiritual repair that America 
can by thought, by insight and sympathy contribute 
even more than in material ways. And upon us 
bankers and business men falls the responsibility of 
encouraging in this country the education and inspir- 
ing of our young men to high and generous ideas. 
For it is our young men, trained in imagination and 
initiative, that, in the next decade or two, must supply 
to Europe some of the vitality that lies stilled forever 
beneath the mud of Flanders. 

Remember, too, that Europe cannot be restored by 
formulas. No scheme can right the world. Neither 
statesmen, economists, nor bankers can devise a plan 
of salvation. Only the people can save themselves, 
and that through the exercise of the old-fashioned 
virtues of hard work, of thrift, of kindliness and co- 
operation—coupled with wise and courageous leader- 
ship. And that is the point that leads me to empha- 
size the title which I have given to these scattered 
remarks of mine: “The American Banker’s Responsi- 
bility Today.” 


AMERICA’S Goop FORTUNE 


First, I want to remind you of the great privilege it 
is to be an American citizen today. This is still the 
country of great opportunity. The great, open spaces 
of this North American continent have given us 
justification for boundless vision, for generous im- 
pulse, for glowing optimism, for helpful cooperation 
in all directions. Just to be born an American, free 
from some of the clinging prepossessions of the Old 
World, is in itself an inheritance and a career. 
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Are we today realizing our opportunities? As to 
our purely domestic situation, I should reply, on the 


whole, yes! 


Our people are generally working in a 
worthy way towards worthy ends. They are meeting 
most of our strictly home problems with candor and 
good sense. If, as a people, we have a lack, it is that 
not often enough do we “pause in living to enjoy life.” 
We are sometimes apt, in our eagerness for quantity, 
to overlook quality. We let our days and our passing 
pleasures grow elaborate and complex, forgetting 
that moth and rust corrupt and that ideas and ideals 
are the only things that endure for the ages. America 
within itself is, I repeat, a land of generosity and co- 
operation. Throughout our great and growing com- 
monwealths from east to west we see public spirit, 
eager and intelligent; we see warm hearts, fine im- 
pulses, directed toward noble ends. But are we 
bringing this native American idealism—that same 
idealism that has led us, in five of the six wars that 
our nation has waged, to battle for high principle— 
are we bringing that same inspiration to our relations 
with the world at large? That is the question that, 
with searching earnestness, you and I may well put 
to ourselves today. 


INTERALLIED DEBT PROBLEM 


In this connection, there is no concrete problem 
more vital for us to study with clear and generous 
vision than that of the so-called interallied indebted- 
ness. From the purely American view there are cer- 
tain points important for us to bear in mind. It has 
been said many times in the last twelve-month that 
the one adjustment essential to the settlement of 


Europe is the German reparations question. I agree 
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that this has been, and is, a question of great impor- 
tance, but it seems to me that it has now beeome 
secondary to the general one of interallied debts. Of 
course, in a way of speaking, it is simply a part of the 
latter question, because Germany’s indebtedness to 
the Allies is international in character. In our dis- 
cussions of reparations over here, the American atti- 
tude has, on the whole, been critical of the French for 
apparently not realizing more quickly the facts of the 
situation and thus drastically scaling down the repa- 
rations payments. In fact, many critics over here 
have been advising France to forgive a good part of 
the German debt. To these critics Frenchmen have 
not unnaturally replied: “It is easy for Americans to 
advise us to forgive German debts due to us in repair 
of the frightful havoc caused by Germany upon our 
homes and industries; but what about America, in 
turn, doing a little of the debt-forgiving business, 
especially as the debts that were contracted with 
the American Government were made in order to 
enable us, in large measure, to do America’s fighting 
before her own soldiers got into the firing line.” I 
am not going to argue this point. I simply bring it 
up so as to ask you to give it your further thought 
and study—whether there may not be some reason in 
the French attitude. 

The reason why I say that reparations has now 
reached a stage secondary to the larger question of 
interallied indebtedness is that, while no reparations 
adjustment has yet been reached, nevertheless 
public opinion on the other side has now advanced 
to a state where, when the reparations question 
comes up again next November, it ought not to be 
impossible to settle. In other words, over a year ago, 
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the British realized that the Germans could, or would, 
never pay anything like the reparations total fixed in 
the Versailles Treaty. Later the Belgian Government 
became similarly convinced, and now in France, as 
I have talked there with many classes of representa- 
tive Frenchmen, there has come to be the same 
recognition of the fact that Germany cannot pay the 
huge totals set forth. The French Government, 
however, has, not unnaturally,. taken the position 
that it could make no official acknowledgment of such 
a general fact until such time as a possible settlement 
was offered. The French thesis is that if Germany 
cannot pay what she has promised to pay, let her come 
forward and state just why she cannot, and what and 
when she can pay. Up to date the French declare 
they have not received any clear-cut proposition 
from Germany covering these points. They say that 
when they receive such a proposition, they will be 
prepared to act. I bring out this point of view, because 
I feel that while to many there may have appeared 
to be something “hard-boiled” in the French atti- 
tude, it is only fair to analyze that attitude and see 
what it really is. 


THE Sums OWING TO AMERICA 


Further, when it comes to this question of inter- 
allied indebtedness, suppose we put to ourselves, in all 
seriousness, that point that the French have put to us, 
namely —“Is it fair for us, inasmuch as we seem to 
be urging France to forgive part of the German 
debt in order to effect economic adjustments in 
Europe, to do a little forgiving ourselves?” As we put 
this point to ourselves, suppose we spend a moment 
in looking at the amounts of governmental indebted- 
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ness owing to our Government. Just for record, I will 
mention again the rough totals by countries: 





Armenia $11,959,917 
Austria 24,055,708 
Belgium 377,504,298 
Cuba 8,147,000 
Czecho-Slovakia 91,169,834 
Esthonia 13,999,145 
Finland 8,281,926 
France 3,358, 104,093 
Great Britain 4,166,318,358 
Greece I 5,000,000 
Hungary 1,685,836 
Italy... 1,648,034,050 
Latvia 5,132,287 
Liberia 26,000 
Lithuania 4,981,628 
Nicaragua 170,585 
Poland 135,620,583 
Roumania 36,128,494 
Russia 192,601,297 
Serbia 51,153,160 

Total $10,150,154,196 


Now as to this indebtedness, early last spring, Con- 
gress passed a law under which the President appointed 
a special commission to negotiate with the foreign 
nations the handling of their indebtedness. The 
power of this commission, however, was strictly 
limited by law. It must require the borrowing 
nations to pay off their entire indebtedness within 
twenty-five years and meantime to pay interest at an 
average rate not below 414 per cent. Of course, such 
provisions leave little room for negotiation. Under that 
bill about all that the European nations can do is to 
“sign on the dotted line,” or else to decline to sign, 
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on the ground that they know that they will not be 
able to live up to the specified obligation and, there- 
fore, feel it impossible to commit themselves to a 
promise that they cannot carry out. 

Now, being all, I hope, practical men, I think it 
behooves us to scrutinize this situation and to look 
into the various factors bearing upon it. Let us, by 
investigation, determine what, if any, of these debts 
are in any event uncollectible, and so should be 
written off in order to “quit fooling ourselves.” Let us 
decide what others of these debtors are good in part 
but must be given ample time to pay in—far longer 
perhaps than twenty-five years. Emphatically, let us 
figure to see whether the payment of these debts (which 
inevitably must mean a great increase in our import 
and a heavy decrease in our export trade) is going to 


prove an asset or a liability for American business. 


SHOULD THE DEBT FALL INto Two CATEGORIES? 


| h ve neve! been in favor of whi lesale c LICE llation of 


, 


the allied indebtedness, nor am | today. But there is one 
phase of the whole question, worthy of study, which has 
practicality in it and also some sentiment. It is based 
on the following fact, namely, that about one-half of 
the total indebtedness shown in the foregoing table 
was contracted between April 4, 1917 (when Congress 
declared war against Germany), and the date a year 
later when the American army for the first time got 
its soldiers into the trenches in any considerable 
numbers. Can it not, with much reason, be argued 
that whereas during this period of one year we were 
wholly unable to furnish soldiers to fight our battles 
for us, at least we were able to furnish arms and 
munitions? We did furnish these, but not as a free 
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contribution to the war, for during that period the 
Allies were purchasing these commodities in America 
and were paying for them by contracting the debts 
just described. Ought, therefore, any part of this 


? 


first half of the debt to be cancelled by the American 
tax payers? | 


do not attempt to answer that question, 
which of course has been raised many times hereto- 
fore. I simply bring it up again and urge you to think 
about it, and if, and when, you reach a conclusion, 
express that conclusion out loud. One thing is cer- 
tain: if someone on April 4, 1917, had been able to 
give us our choice as to whether we should rather give 
up freely and for all time five billion dollars in money 
or give up the lives of several hundred thousands of 
our sons, there would have been no hesitation as to 
our choice. Fate, however, was the one that deter- 
mined that choice. It determined that Great Britain 
and France should give up the lives during that first 
year, and that we shoulc turnish, not our blood but 
our money; taking, however, in place of it the prom- 
ises-to-pay of our Allies. No other policy at the time 
could have been followed, I grant you, but now that 
the war is behind us and we can take a long look 
back, is it wise for us, is it just, is it generous to make 
some composition of this matter? What is your 
opinion? 

In making up our minds as to the proper answer, 
let us recall a phrase that of late years has been much 
used here, and sometimes misused—“America First.” 
What does “America First” mean? Does it mean that 
we shall strain every nerve to make America first in 
wealth and prosperity? If so, we have already 
attained that ambition. Already we hold two-fifths 
the entire world’s stock of gold. We produce 54 per 
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cent. of its cotton; 45 percent. of its grains; 60 per 
cent. of its copper; more than half of its iron and 
steel. Is there any field of material accomplishment 
that we are not pre-eminent in? 

As to science, no ambition could be more exalted 
than to have America first in that field. And we may 
well be glad and proud that in so many lines of science, 
especially perhaps medicine and pathology, this 
country is in the van; its progress being manifestly 
due not only to the zeal and skill of our scientists, 
but also to the boundless generosity of those men who 
have used their wealth to relieve and to bless man- 
kind. 

In education, too, America is in the front rank, and 
even though in systems for training the minds of our 
young we may have much to learn, yet no one can 
deny that in our scheme of general, free schools for 
the youth of the land we probably surpass any other 
country in the world. Likewise in our charity, Ameri- 
ca’s record is a noble one. Who can forget the colossal 
sums for relief that our people freely gave, during the 
war and after? Mr. Herbert Hoover estimates these 
sums to have aggregated $1,204,343,000 down to the 
summer of 1921. Of this amount approximately 
$200,000,000 was sent abroad after the Armistice to 
feed the hungry and clothe the naked. 


ARE, WE DoInGc Our FULL SHARE? 


Yet with all this splendid record of liberality and 
accomplishment, I again put the question whether 
you and I and our fellow citizens generally are doing 
our full share to solve the weighty, the tragic ques- 
tions that are weighing upon the world? Are we giv- 
ing to the solution of those questions the best that is 
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in us—our constant study and thought, the willing- 
ness to sacrifice? I make no appeal to you for the 


immediate material aid of the world that lies beyond 
the Atlantic and Pacific. I make appeal to you, and 
to myself, for something far more rare—for our 
assurance to them that we are with them in mind and 
in spirit in the solution of their difficulties; that we 
are once again ready, as we were in the Great War and 
as our forefathers have been for one hundred and fifty 
years, to suffer if need be, and to yield up something 
of ourselves in the general cause of world justice and 
peat Cc. 

Concretely, may I digress for a moment to mention 
two situations with which in the past two years I have 
become somewhat familiar? One of these is the Far 
East. The other is Mexico. Across the Pacific, Japan 
is our nearest neighbor. Do not gain the opinion 
that the Japanese people are a sharp, tricky nation, 
unfriendly to us and wanting to get the advantage 
of us. It is not so. The Japanese nation as a whole is 
exceedingly anxious for our goodwill and friendliness 
and will go far to gain and retain our cooperation. 
Nothing, I believe today, is, in their own opinion, 
quite so vital to them as an unbroken friendship with 
their neighbors of America. But it was upon the 
transcendent problem of China that I particularly 
wanted your thought. There is a great people—four 
hundred millions of them—a people high in the arts 
and in civilization three thousand years before 
Columbus came to America. But in these modern 
days their antiquated system of government has 
broken down. And trusting America, these great 
people of China—sober, peaceful, honest, industrious 
and intelligent—ardently desire the guidance of 
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America. Any question affecting the peace and de- 
velopment of the whole Pacific basin must be of in- 
terest to us, and no task of greater magnitude and 
import waits upon us than to assist in the solution of 
China’s difficulties. That is why I regard the Pacific 
Four-Power Treaty reached at Washington last winter 
as of such supreme importance to the Far East and as 
calling for the study and loyal support of every 


American citizen. 
THE SITUATION As TO MEXICO 


The other concrete situation which I had in mind 
was nearer at hand; our next neighbor to the south. 
To Mexico, as to China and Japan, duties not of my 
own seeking called me not long ago, and much time 
has been spent in an endeavor to assist Mexico in what 
I believe to be a sincere attempt by her present Ad- 
ministration to work out the problem of her foreign 
indebtedness. Any such attempt, if carried out in 
good faith and effectiveness by the Mexican Govern- 
ment, must be bound to impress the world. And what 
I ask of you now is to give some little thought to this 
near neighbor of ours. Do not accept the “hard-boiled” 
opinion of your neighbor that “Mexico is hopeless” 
or that “all the Mexican people care about is to fight 
revolutions.” No such opinion is true. No such 
opinion shows any scrutiny of the facts. Study the 
situation for yourself and you will find this to be true: 
that during the administration of Porfirio Diaz, in- 
telligent and high-minded as he was in so many ways, 
millions of the Mexican people had almost no oppor- 
tunity to improve their position either by acquiring 
education or becoming, even in part, owners of the 
land which they cultivated. So that the revolution 
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which overthrew Diaz and the revolutionary move- 


ments that succeeded it—misdirected though some 
of them were—were, in general, efforts to relieve and 
uplift the great mass of Mexican people. Remember 
this and you cannot fail to have more sympathy with 
the situation today. Of course, the movement to 
reform, like all such movements in history, went too 
far. The pendulum swung away to the left. Trying 
to correct admitted eviis the Republic created some 
new ones and adopted a constitution which is subject 
to criticism, not so much on the ground of its radi- 
calism, as upon its unworkableness. The present 
Administration in Mexico is, I believe, making an 
earnest effort to change the workings of that 1917 
Constitution so as to give the country a sound basis 
to work upon and its foreign investors adequate 
security. Because, however, the process is slow and 
halting, we have no cause for despair. On the con- 
trary, there is strong ground for hope, always pro- 
vided that you intelligent leaders of our community 
take the trouble to study the facts, and never be 
wearied in your patience and sympathy for that neigh- 
bor whose frontier marches for sixteen hundred miles 


with ours from the Gulf of Mexico to the Pacific. 


To the problems then of these two neighbors of 
urs to the south and across the Pacific, I ask you to 
give your personal thought and interest; pointing out 
to you meantime that the situation of Europe is in- 
escapably joined with that of our own. In a material 
way we have made many nations, as Mr. Wickersham 
has said, dependent upon our own surplus products, 
and ourselves, in turn, dependent in part upon their 
markets. But, as I have said, the cooperation that 


l ask first for them is not economic. It lies in under- 
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standing and in sympathy. The shot that was fired 
at Lexington in 1775 was heard around the world, 
At that moment America set aglow a new beacon to 
light the way to freedom and liberty for generations 
on both sides of the ocean. But now that we have 
won so far on the way to a splendid national achieve- 
ment, to well-ordered freedom, to prosperity and con- 
tentment, have we no flaming torch of leadership that 
we can raise before the eyes of the many millions who, 
since the Armistice, have been looking in vain for it? 


AMERICA AT THE PARTING OF THE WAYS 


Finally, do not forget that, as these nations of 
Europe face great dangers, America too is facing a 
crisis, though of a different order. We have gained 
great power. With the power goes weighty responsi- 
bility. Have we discharged it? For the period of the 
world war, my answer is yes, a thousandfold yes. 
For the period since the Armistice, can any one of us 
search his heart and answer, yes? We have, it is true, 
offered criticism to the nations of Europe. We have 
shouted advice across to them. But we have been 
timid and fearful of petty entanglement. Now we 
have, it would seem, come to the parting of the ways. 
Shall we meet the responsibility that has come with 
our power—or shall we fail? Shall you and I give our 
mind, our understanding and our sympathy to these 
problems or shall we stand aside and add to our 
national stock of gold? Shall we urge upon our 
national Government active cooperation in the 
counsels of the mother country and of the Old 
World? Or shall we keep silent? 

Nineteen hundred years ago there was One who 
said: “For unto whomsoever much is given, of him 
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shall be much required.” And again a little later:“With 
what measure ye mete, it shall be measured to you 
again.” What shall we measure for ourselves? Shall 


it not once more be the courage that is America’s 
tradition? Shall it not be the generosity as well as 
the justice that, among all the nations of the earth 
will in truth and in name make “America First”? 








II 


REPARATIONS AND INTERNATIONAL 
DEBTS 


By THE Rr. Hon. REGINALD MCKENNA 
Chairman of the London Joint City and Midland Bank, Limited 


Addr 5 VDelrvere 1 al the ( ‘onvention of the A m1) 1 an 
oe . oe m ‘ 
Bankers d { ssociation, New } Orr ¢ wy, 


October 4, 1922 


When I received the honor of your invitation which 
I greatly appreciated, I must confess I had many 
misgivings. I knew it would not be a light task to 
address an audience whose collective importance in 
the world of finance is unrivalled. I remembered, how- 
ever, the cordial friendship which has always existed 
between American and British bankers, and as I 
realized that your invitaticn was a further evidence 
cf this friendship my hesitation gave way and I gladly 

sded to come. 

Let me begin with an explanation of my choice of 
subject. I thought at first that some professional 
topic should be selected, but I soon came across a 
serious difficulty. There is a much greater difference 

between the law and practice of banking in America 
and England than is generally supposed, and I felt 
that I should be liable to be misunderstood unless this 
difference were constantly borne in mind. This very 
meeting will illustrate the point. 

I understand there are over thirty thousand sepa- 
rate banks in the United States, a large number of 
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which are represented here. In the whole of Great 
Britain we have only thirty-nine. But with us the 
branch system is so highly developed that these few 
banks have no less than 9,650 branches, of which 
6,800 belong to five banks alone. 


DIFFERENCES BETWEEN BRITISH AND AMERICAN 
3ANKING 

The main distinction is that our banks are regarded 
by the legislature as ordinary corporations or com- 
panies, while yours are subject to special legislation in 
regard to nearly all their activities. You have a limit 
prescribed to the amount of a loan to any one cus- 
tomer. Certain loans are prohibited and others are 
restricted. Your investments are regulated. You are 
subject to limitations in incurring contingent liabilities 
and you are bound to maintain minimum cash re- 
serves. We have none of these restrictions. Alone 
amongst deposit banking countries, the United States 
protects depositors, some of the states going so far as 
to prescribe a system of guarantee. 


BRITAIN’S CENTRAL BANK SYSTEM 


We differ also in our central bank policy. You 
have adopted the Federal Reserve System under 
which there are twelve Federal Reserve Banks in 
twelve districts. In England we have a single central 
bank of issue, a joint stock corporation which deals 
with private customers as well as with the Govern- 
ment and the banks. Your Federal Reserve notes 
are issued against gold and self-liquidating commer- 
cial paper. Our Bank of England notes are issued 
against gold only, with a fiduciary issue of £18,450,000. 
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The principles of sound banking are the same 
everywhere, but our countries diverge in law and 
practice. This is natural: British social and political 
conditions differ so much from yours that the same 
banking system could hardly be appropriate to both. 
Perhaps we have each something to learn from the 
other, but I am sure any hasty attempt to establish 
a common procedure in the two countries would be 
unwise. As our development has progressed each 
nation has adapted itself to its environment, and such 
changes as we may make in the future must conform 
to the habits and traditions of our peoples. 

With these thoughts in mind I found it very dif- 
ficult to select a technical banking subject for dis- 
cussion today. However careful I might be I felt that, 
unless accompanied by much tedious explanation, my 
language, associated with ideas related to English 
practice, would be liable to be misunderstood by you 
whose associated ideas are so different. I resolved 
therefore to pass over professional banking topics and 
to look for a subject of general interest to the business 
community. What should this be? 


REPARATIONS AND INTERNATIONAL DEBTS 


In their report to the Reparation Commission the 
Bankers’ Committee which sat early this summer in 
Paris laid stress upon the need to resume normal trade 
conditions between countries and to stabilize ex- 
changes, and they came to the conclusion that neither 
of these aims could be accomplished without a definite 
settlement of the reparation and other international 
debts. Here then it seemed to me was a subject for 
my address. 

There will be general agreement that there is no 


[ 40 ] 








10 


matter of more deep concern to the world’s trade at 
the present time than reparation payments and 
international debts, and I trust therefore you will not 
deem it out of place that I have chosen this subject 
for discussion today. 

There are two preliminary observations which I 
must make. The first is that | speak as a banker 
expressing my personal views. I have nothing to do 
with politics and I do not appear here in any repre- 
sentative character. I approach the question solely 
from the economic point of view and my endeavor 
is to determine so far as I can the limit of the debtors’ 
capacity to pay, and the effect of payment upon the 
world’s trade. Our duty is to satisfy ourselves on the 
financial possibilities of the case. It is not what the 
debtors may justly be called upon to pay, but what 
they are able to pay, which we as business men, 
anxious to discover the conditions upon which trade 
prosperity is founded, must consider with the most 
careful attention. 

My second observation is to meet a possible criti- 
cism. How can I, a member of a nation which is one 
of the debtors of the United States, speak freely to an 
\merican audience upon international indebtedness? 
[he primary and essential duty of a debtor is to dis- 
charge his liability, and, until this is done, all obser- 
vations on the origin of the debt and on the economic 
consequences of international payments are liable to 
be viewed with suspicion. A creditor may, if he like, 
open up questions of that kind, but a debtor should 
admit his obligation without further discussion. I 
recognise that these are objections which I must 
answer and I believe that I can do so conclusively. 

In the course of my argument I shall show that 
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England has the ability to pay, and, once that is 
established, I can unhesitatingly assert her deter- 
mination to honor her bond in full. I believe I am 
justified in asking you to treat England’s debt to the 
United States as certain to be provided for, and, if 
this be conceded, we shall be free to consider the 
question of the remaining international debts as one 
in which America and England are equally concerned 
and in which both have the same interest as creditors. 


MAGNITUDE OF THE WAR DEBTS 


First, let us look at the magnitude of these inter- 
national debts. The greatest of all is that of Germany 
for reparations, a debt of which the United States 
declined to receive any share. The amount was not 
defined by the Treaty of Versailles, but subsequently 
by the London ultimatum it was put at 32 billion 
dollars, at which amount it stands nominally today. 
Of the remaining debts the liability of France to the 
United States and Great Britain is 6% billion dollars, 
and of Italy to the same two countries 4% billion 
dollars. Russia owes these countries 3% _ billion 
dollars and a further 1 billion dollars to France. These 
are the principal debts; the others are all compara- 
tively small in amount. Of the creditors of the Euro- 
pean continental governments England is_ the 
greatest. 

We have no record in history of international 
claims of this magnitude. The indemnity exacted by 
Germany from France under the Treaty of Frankfort 
in 1871, in round figures 1 billion dollars, created the 
largest debt between Governments ever known until 


the recent war, and is the only precedent we have of a 


considerable international payment. It is of interest 
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to recall how the liability was discharged. Payment 
of 150 million dollars was made in gold and silver coin 
and in German banknotes and currency collected in 
France and the balance in foreign bills, chiefly German 


currency bills. 


How FRANCE PAID THE 1871 INDEMNITY 


The precise form in which the payment was made 
is, however, comparatively unimportant. For our 
present purpose the significant question is how France 
procured the means of payment. She was bound to 
acquire German marks or foreign currency exchange- 
able for marks, and to do so she had either to find 
German or other foreign buyers for such things as 
she had to sell or to obtain foreign subscriptions to 
her loans. Very considerable sales were made of 
foreign securities owned by French nationals, the 
French loans were largely subscribed externally, and 
the export of French goods was so much increased 
that an average excess of imports of 65 million dollars 
a year in the four years 1868-1871 was converted into 
an average excess of exports of 46 million dollars a 
year in the four subsequent years. By September, 

873, the whole indemnity was paid, and although 
France remained liable for the loans she had issued, 
she was clear of any direct debt to the German 
Government, and indeed of all foreign debt payable 
in any but her own currency. 

Here we have an example of a very considerable 
international debt rapidly paid off without any serious 
disorganization of the world’s trade. Now what were 
the conditions which made this possible? The war 
had been short, and the amount of the indemnity 


was well within the capacity of France to pay. Her 
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nationals held large blocks of foreign securities, which 


were realizable in foreign markets; her credit was good, 
which enabled her to obtain foreign subscriptions to 
her loans; and in her effort to increase her exports she 
was not hampered by high tariffs. 


FRANCE’S RESOURCES IN ACCUMULATED WEALTH 


She was driven off the gold standard and, although 
there was some decline in the value of the franc, the 
deprec iation never exceeded 5 per cent. and, taking 
the whole period through, amounted to barely more 
than 1 per cent. But of the several factors in the 
French ability to pay the most important lay in her 
accumulated reserve of wealth, the foreign securities 
owned by her nationals. 

It is interesting to note the industrial condition of 
France at that time. Employment was extremely 
active and production was on a great scale. She had 
to meet her external liabilities, which compelled her 
to increase her sales in foreign markets, and she did 
so notwithstanding the competition of other nations. 
The improved standard of efficiency in production 
which was thereby forced upon her endured long 
after the period of the indemnity. In Germany, on 
the other hand, there was a very different experience. 
The receipt of a large amount of gold and silver had, 
with other causes then in operation, a serious effect 
upon German internal prices, which rose rapidly. 


ErFEcTs UPON GERMANY OF FRENCH PAYMENTS 
In 1872 there was a brief trade and financial boom, 
followed in the ensuing year by a crisis which was the 
beginning of a period of depression. It would not be 
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correct to say that the trade conditions in Germany 
were entirely due to the payment of the French 
indemnity, but undoubtedly it was a contributory 
cause of material importance. The comparative 
prosperity in France and depression in Germany are 
remarkable and give color to the story that Bismarck, 
in commenting upon the state of the two countries, 
declared that the next time he defeated France he 
would insist on paying an indemnity. 

Such is the only precedent we have for the payment 
of a great international debt. The figures we have to 
deal with today are on a far larger scale than the 
indemnity exacted from France fifty years ago, but 
the problem in all essential particulars is the same. 
We have to discover the capacity of the debtors to 
pay and to consider the consequences of payment. 
As the indemnity demanded from Germany is much 
the greatest of the debts and is the one most urgently 
in need of satisfactory settlement, I place it in the 
front of our discussion. 


GERMANY’S CAPACITY TO PAY REPARATIONS 


The first question is, what is Germany’s capacity 
to pay? You are perhaps expecting that I am about 
to give you an inventory of Germany’s natural re- 
sources and an estimate of her productive power. All 
this has been done many times and much industry has 
been displayed in the inquiry. I have no doubt that 
the experts who advised the signatories of the Treaty 
of Versailles that Germany could pay 120 billion 
dollars had made many careful calculations of this 
kind. But what we have to investigate is not Ger- 
many’s capacity to produce wealth, but her capacity 


to pay foreign debt. 











c79 
i- 


I cannot help thinking that we have here the source 
of the error into which the Versailles experts seem to 
have fallen. Nobody has ever doubted Germany’s 
immense power to produce, but production by itself 
is not enough. She must find a market for her ex- 
ports, and the problem thus becomes one of determin- 
ing the possible extension of German export trade. 
Nor is this the end. We must remember that an 
increase in her exports will only provide funds for 
reparations if there is no corresponding increase in 
imports. Payment for her indispensable imports 
must be the first charge upon the proceeds of her 
foreign sales, and it is only the balance, the export- 
able surplus, which is available for reparations. 


“EXPORTABLE SURPLUS” ANALYZED 


In speaking of a nation’s exportable surplus we 
must not forget that other factors may contribute to 
it besides the balance of exports over imports. Interest 
received from foreign investments and payment for 
external services, such as shipping, may be contrib- 
utory factors. Before the war Germany possessed 
a very considerable exportable surplus derived from 
all three sources, but mainly from the interest on her 
foreign investments which were probably worth not 
less than 5% billion dollars. As regards the surplus 
from the sale of her products and payment for serv- 
ices it is safe to say that it never exceeded 100 mil- 
lion dollars a year. But what is her position today? 

Most of her foreign investments have gone. Some 
were sold during the war, others have been seized as 
enemy property by the Governments of the Allied 
and Associated Powers, and most of what remain 
have lost their value as in the case of the Russian 
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investments. Her shipping has been largely confis- 
cated, and she has been deprived of some of her most 
productive areas—Alsace-Lorraine, the Saar Basin, 
and the Polish provinces. All the sources whence an 
exportable surplus might have been drawn have been 
greatly impaired if not wholly destroyed. 


IMPOSSIBLE FOR GERMANY TO PAy OuT OF EXPporTs 


At no time was Germany’s exportable surplus 
sufficient to enable her to make the annual payments 
demanded under the London ultimatum; it is entirely 
out of the question that she could do so today. 

But let us get a little nearer to the problem of Ger- 
many’s present capacity to pay from the surplus sale 
of her production. According to a recent statement 
by the Chancellor of the Exchequer in the House of 
Commons, she has paid money and delivered property 
altogether to the value of about two billion dollars. 
Of this amount 1,645 million dollars represented the 
value of ships, coal, other payments in kind, property 
in ceded territories and local payments to armies of 
occupation. The amount in cash has been only 375 
million dollars. And yet, with this comparatively 
small cash payment, observe what has happened. 

The mark has declined to less than one-seventieth 
of the value it had when the obligation to pay was 
imposed upon Germany by the Treaty of Versailles. 
The means of payment has been found by the sale of 
marks. After this experience it is difficult to believe 
that Germany has any surplus at the present time 
from the export of her products. . 

There is a further consideration in support of this 
conclusion. It is beyond question that in the last 
three years Germany has made every effort to develop 
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her external trade. The German workman, whose 
industry and efficiency are generally admitted, has 
been fully employed and the factories have been 
actively at work all over the country. 


GERMAN COMPETITION ALREADY CAUSES COMPLAINT 


The decline in the mark, which at every stage has 
been much greater in the external than in the internal 
value, has afforded a very considerable advantage to 
the German exporter, so much so indeed that there is 
hardly anywhere a manufacturer, producing goods for 
export, who does not complain of German competi- 
tion. Nevertheless, the German trade figures show 
that the exports, long after the immediate deficiency 
in essential foreign commodities due to the war was 
made good, are still barely equal to the imports. The 
conclusion seems irresistible that Germany has no 
present capacity to obtain a surplus from the export 
of goods. 

I am not sanguine enough to believe that those 
who think they can extract from Germany enough 
money to enable them to meet the internal liabilities, 
which they themselves have incurred in restoring 
devastated areas, will be satisfied with the statement 


I have just made. 
EFFECT OF ENFORCING GERMAN PAYMENTS 


At the recent Reparation Conference of the Allied 
Powers held in London proposals were made of puni- 
tive measures to be taken with the object of com- 
pelling Germany to make immediate cash payments, 
a policy which could only have been advanced under 
the conviction that Germany really could pay. For 
my part I do not believe that it is within her power 
[48] 
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to do so, but let us suppose for a moment that she can. 
We have then to consider what the effect of this 
enforced payment would be upon international trade, 
and whether it would be to the advantage either of 
Germany’s creditors as a whole or of the rest of the 
world. 

If Germany could pay what is demanded of her, the 
only method of obtaining the money would be by 
increasing her exports. Now what are these exports 
to be? She is essentially a manufacturing nation. Her 
foreign sale of raw materials is comparatively small. 
She is obliged to import food, and in consequence of 
the loss of a large part of her mineral lands she is 
compelled to import both iron ore and coal for the 
supply of her factories and furnaces. An increased 
exportable surplus could only be obtained by extend- 
ing her sale of manufactured goods. To do this in 
the teeth of the competition of other manufacturing 
nations she must work longer hours for less wages, 
she must cut profits, she must reduce her imports to 
the indispensable minimum. 

But her competitors will not consent to stand idle 
while they lose their trade. They will find themselves 
faced with growing unemployment and heavy trade 
losses. So far as German goods seek to invade their 
own domestic markets they may endeavor to exclude 
them by tariffs, but in order to retain their hold on 
neutral markets they, too, will be compelled to reduce 
wages and cut profits. And thus Germany’s effort to 
extend her foreign trade must be confronted with the 
opposition of the whole manufacturing interest of the 
rest of the world, and could only be successfully 
countered by a general lowering of the standard of 
life. 
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I know it is frequently alleged that the collapse of 
the mark, with the accompanying disorganization of 
the world’s trade, might have been avoided if the 
German Government had acted with firmness and 
good faith. It is said that Germany has intentionally 
depreciated her currency in order to induce her 
creditors to abandon their claims. We are told that 
her people are not adequately taxed, and that if they 
were subject to the burdens borne in some other 
countries, the Government would be able to meet its 
liabilities. 


ADDITIONAL TAXATION WouLD Not HELP 


It is certainly true that in my own country far 
heavier taxation is levied than in Germany, but I 
am inclined to think we are overtaxed and that over- 
taxation, so far from fostering, cannot fail to depress 
national production. But whether I am right or wrong 
in that opinion I fail to see how additional taxation 
can stimulate foreign trade and provide a large export- 
able surplus. The taxes would be paid in marks, and, 
whether the marks are derived from avowed taxation 
or from concealed taxation through the use of the 
printing press, they are in neither case a currency 
which would be accepted in discharge of foreign 
liability. 

In the actual condition of Germany a foreign sale 
of marks is an inevitable accompaniment of the pay- 
ment of reparations. Except by such sale there does 
not appear to be any practicable method for the 
Government to obtain the necessary foreign currency 
other than by exacting it from exporters as a condi- 
tion of their receiving an export license. But the 
exporter, who often has external obligations of his 
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own to meet, does not want marks but dollars or 
pounds sterling, as the case may be, and forthwith 
sells the marks paid him by the Government for the 
currency he needs. If we add to this regular sale in 
the course of business the further sale by Germans who 
mistrust the stability of their own currency, we have a 
sufficient explanation of the stupendous drop in the 
value of German money. 


How TO REALIZE ON GERMAN INVESTMENTS 


Let me come back now to the question of what 
Germany can pay. Certainly she can pay something, 
though not in the form or under the conditions it is 
now sought to impose upon her. Many Germans 
possess foreign assets, whether investments or bal- 
ances in foreign banks, and it would be a perfectly 
practicable proceeding for them to sell these assets to 
the German Government, who in turn could hand 
them over to the Reparation Commission. But it is 
an essential condition of such a transaction that the 
owners of the foreign assets should be willing to sell 
them; no Government in the present situation of 
Germany could force a compulsory sale. How then 
could this consent be obtained? 

I have no doubt that if these assets could be sold 
for an assured profit the holders would be willing to 
dispose of them. It must be remembered that to a 
considerable extent they are the proceeds of sales of 
marks which have been flung by Germans on the 
foreign market under the well-founded apprehension 
that the pressure of reparation payments would 
rapidly depreciate their value. Relieve this pressure 
and the mark would immediately improve. It has 
still a far greater value in Germany than it has outside, 
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and the German holders of foreign assets would have 
a clear advantage in selling them for marks to their 
Government. 


GERMAN FOREIGN INVESTMENTS ONLY A BILLION 
DOLLARS 


It is impossible to give any precise estimate of the 
total value of these assets, but I believe it would be 
safe to put them at not less than a billion dollars. 
Whatever the amount may be, however, Germany 
could pay it, provided the fall in the mark was arrested. 
More than that I do not think she has the ability to 
find, at any rate for some years, and it would be a 
condition of this payment that no more should be 
demanded of her for a long time to come. I believe 
that, looking merely at the amount to be received, 
the creditors would gain by abandoning the attempt 
to obtain other money payments for a period of at 
least three years, and I am quite sure the world as a 
whole would be an immense gainer in the general 
stabilization of exchanges which would ensue upon an 
arrest of the fall in the mark. 

Before I leave this part of my subject there is one 
observation I should like to make. I have no wish to 
minimize the just claims of the Allies against Ger- 
many, and I recognize the serious political difficulties 
which stand in the way of their abatement. But no 
solution of the reparation is possible unless political 
considerations are subordinated to economic facts. 
What Germany can pay may not be a simple ques- 
tion, but it is a question capable of being answered. 
Unfortunately the answer runs counter to popular 
hopes, popular passions, and, more formidable still, 
a popular sense of natural justice which prescribes 
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that the defeated enemy who planned the war should 
make good the damage suffered by the victors. And 
so no authoritative answer is given while Europe slides 
into ruin. 


GERMAN LIMITATIONS COMMON TO ALL COUNTRIES 


I have dealt at length with the reparation problem 
in an endeavor to show that a nation, except in so far 
as it has an exportable surplus, can only pay foreign 
debt out of the wealth it has accumulated outside its 
own country. If we pass now to the other interna- 
tional debts we have to recognize that the general 
argument is equally applicable to them all. Have the 
debtors an exportable surplus and what are their 
foreign assets? 

With regard to the latter question the only debtor 
possessing any large accumulation of such assets is 
England. Notwithstanding her immense sale of 
securities to the United States in the second and third 
years of the war, a sale which largely furnished the 
means of paying for the goods of all kinds bought by 
the Allies, England still owns sufficient foreign securi- 
ties to cover her debt to the United States two or three 
times over. But neither France nor Italy has similar 
reserves of wealth, and I doubt whether either of them 
has sufficient to meet more than a trifling part of their 
foreign debt. 


ONLY SMALL PAYMENTS OuT OF EXPORT SURPLUS 


There remains to be considered their exportable 
surplus in the ordinary way of trade. I shall speak 
later of the circumstances in which an exportable 
surplus from production usually arises, and I shall 
give my reasons for thinking that nothing more than 
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comparatively small annual payments can ever be 
made in this way. But it will be more convenient now 
to deal with an individual debt and I will ask you to 
consider the particular case of the debt from France 
to England, which I canspeakabout with more freedom, 
as it is a debt in regard to which my own country 
is the creditor. We shall get a clearer view of it if we 
examine the circumstances in which it was incurred. 

During the war France developed an immense 
demand for goods of foreign production. As an 
increasing proportion of her man-power became en- 
gaged in her army, her capacity to supply herself was 
progressively reduced. She had no abundance of 
foreign securities with which to pay for her require- 
ments and she could obtain the war materials indis- 
pensable for the maintenance of the fight in no other 
way than by borrowing the money to pay for them. 

Before the United States came into the war France 
had borrowed one billion dollars from the British 
Government, and this amount was subsequently 
increased to over 2% billion dollars. The price of the 
goods bought by France was naturally high. Com- 
modities produced to meet an urgent war need can 
never be cheap. But France was obliged to have the 
goods, whatever the price, and a great stimulus was 
given to American and British trade. 


How Cou.Lp FRANCE PAY HER DEBT? 


Let us now reverse the process and imagine France 
paying off this debt. She could only do so by pro- 
ducing goods and exporting them in very large quan- 
tities, far in excess of normal trade demands. If the 
general trade organization of the world permitted of 
the absorption of this additional French output, I 
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have no doubt that her industry would be capable of 
the effort necessary to enable her to pay interest and 
sinking fund on her debt. But would there be any 
willingness to receive the goods? Neither England 
nor any other country is prepared today to pay for 
and consume goods on an exceptional scale. The 
immense demand created by the war has no parallel 
in peace. And yet how is France to pay unless an 
exceptional demand exists? 

The truth is that her debt is far too great in relation 
to ordinary international trade possibilities. It was 
incurred by the purchase of goods required in war 
and bought at war prices. It could only be discharged 
by the transmission of goods, not wanted in peace 
and sold at no less high prices. We became accus- 
tomed in war to talk in billions. Our language was 
suited to the circumstances of the time, but, if we 
carry our minds back to 1914 and return to the ideas 
appropriate to peace conditions, we shall recognize at 
once that France has no trade surplus or reserves of 
accumulated and exportable wealth to enable her to 
meet her present external liabilities. 

There are, of course, conceivable, though I trust 
improbable, conditions in which the French debt to 
us might be repaid. If we were at war and the call 
upon our men to line the trenches was such that many 
of our mines and factories had to close down; and if 
France were at peace and at liberty to increase her 
output to the utmost of her capacity she might pour 
upon our shores war material and stores equal to the 
whole amount of her debt to us. But in what part of 
the globe is there a demand for this additional out- 
put in time of peace? The mere endeavor to extend 
her foreign sales to the necessary degree would dis- 
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organize the trade of the world. We have seen the 
painful effect of an enforced competition by Germany; 
we should experience precisely the same results from 
a similar effort by France. 

The inevitable conclusion is that these interna- 
tional debts are far too great for the capacity of any 
of the debtor countries except England. She alone in 
her accumulated foreign investments has adequate 
resources with which to discharge her liability to the 


United States. 


FRENCH RESOURCES UNEQUAL TO @BLIGATIONS 


Of the others, France has the greatest resources, 
but they are, I believe, quite insufficient to meet her 
obligations. The whole subject requires a rational 
reconsideration by the creditors, who must keep 
steadily in view the immediate effect of the payment 
of these debts on the general trade of the world. The 
creditor countries will obtain greater advantage from 
trade prosperity, which will insure future employment 
in their factories and workshops, than they can ever 
receive from the precarious payment of these debts. 

In the last two years we have had experience of the 
effect upon foreign trade of tumbling exchanges and 
broken-down credit, and, though the consequences 
may be more serious in England than in the United 
States, where foreign trade is comparatively only a 
small part of the total trade, they are still grave 
enough in the latter country also to warrant the fullest 
and most careful consideration. 


REAL MEANING OF AN “EXPORTABLE SURPLUS” 


It may be objected that my argument appears to 
lead to the unpalatable conclusion that no nation, 
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unless it has accumulated resources in the form of 
foreign investments, can discharge external obliga- 
tions to anything more than a comparatively small 
amount. This is an objection which goes to the very 
root of the question of international loans and forces 
us to a consideration of the real meaning of an ex- 
portable surplus. I cannot do more than touch upon 
it briefly now without stretching your patience be- 
yond the limit of extreme good nature. 

It seems to me that the most compact form in 

which I can present the case is by calling your atten- 
tion to the exp@rience of England as a creditor coun- 
try. For over two centuries British capital has been 
lent to other countries. Year by year England pro- 
duced more than she either consumed herself or could 
exchange for the products of other nations, and she 
could not obtain a market for the surplus unless she 
gave the purchaser a long credit. Foreign loans and 
foreign issues of all kinds were taken up in England 
and the proceeds were spent in paying for the sur- 
plus production. British factories and workshops were 
kept in good employment, but it was a condition of 
their prosperity that a part of their output should be 
disposed of in this way. 
Taking the aggregate of the transactions, British 
creditors have received a good return on their invest- 
ment, but the ability of the debtors to pay has been 
dependent, speaking generally, on the development 
of their country being fostered by the receipt of further 
loans. If we take the whole field of British foreign 
investment we shall find that every year England has 
returned in loans more than she received in interest, 
and the balance of the world’s indebtedness to her 
has been steadily growing 


[57] 





554 


From this view of loans made to foreign countries 
they might seem at first sight to be somewhat unre- 
munerative. If the creditor has to go on lending in 
order to be paid the interest on previous loans, a bad 
debt would appear to be the only possible end to the 
business. But this is by no means the case. While 
this continuous lending has been true in the past in 
the aggregate of foreign loans, it is not necessarily 
true in any individual instance, nor does it follow that 
it will always be true of the loans as a whole. 

In our experience as bankers it is not uncommon 
to see loans to corporations and firms justifiably in- 
creasing in amount. The borrower may show by the 
growth of his business and expanding turnover that 
such advances are thoroughly warranted, and in 
spite of his greater total of indebtedness, his credit 
may be improving and his balance-sheet may disclose 
an increasing surplus. What is true of an individual 
or corporation may be true of a country, but on a 
larger scale and viewed over a much more extended 
period of time. The life of an individual or even of 
the most successful company is as nothing compared 
with the life of a nation. 


UNITED STATES AS AN EXAMPLE 


Take the case of your own country. The United 
States has been the greatest external borrower in 
history. You required foreign capital for your internal 
development and you took from England alone not 
less than 3 billion dollars. It is estimated that at the 
time of the outbreak of the war your external debt 
had become stationary in amount, and that your ex- 
portable surplus of commodities sufficed to pay the 
whole of the interest. Repayment of the capital, 
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however, would have been beyond even your capacity 
for a very long period had it not been for the oppor- 
tunity afforded by the war. As you know there arose 
then an inexhaustible demand in Europe for Ameri- 
can goods, which led to an immense increase in your 
exports. Payment for these exports was largely made 
out of the proceeds of the sale of the stocks and bonds 
held in England, and thus a capital liability which 
had been growing for over two centuries was almost 
entirely discharged in a few years. 

We see, then, that a debtor nation may in certain 
circumstances pay off its foreign debt with remarkable 
ease and rapidity. The indispensable condition for 
such rapid repayment is that there should be an ex- 
traordinary demand for its goods, a demand which is 
a natural accompaniment of war but does not exist 
in peace. I cannot help thinking that there has been 
a general, though very natural, misunderstanding of 
the conditions under which international payments 
are made. In its present magnitude the subject is 


new. 
MISTAKEN OPINIONS CAUSING GRAVE DISASTERS 


In the past we have been accustomed only to the 
discharge of comparatively small liabilities between 
nations which has been effected partly by the remit- 
tance of gold, and partly by an extension of export 
trade facilitated by a fall in the exchange of the 
debtor country, and it is not easy now to free 
ourselves from the ideals we have formed in the 
course of our past experience. Mistaken opinions on 
these economic questions are not surprising, but they 
are causing grave disasters throughout the world. It 
is not many years ago—it is well within my own recol- 


[59] 





586 


lection—that a want of understanding of sound 
principles of banking led to repeated financial crises 
which were then believed to be inevitable. As they 
usually happened at intervals of ten or eleven years, 
many serious persons attributed them to the varia- 
tions which occur in the spots on the sun. These 
spots may affect the weather and, through the 
weather, the harvest, but a wider knowledge of 
banking and of currency requirements has taught 
us how to escape their malign influence on credit. 

A better understanding of international trade and 
of the possible limits of international payments will 
quickly enable us to find a remedy for the evils which 
now distract us. The public on both sides of the 
Atlantic is beginning to take a more rational view 
than was possible three years ago, and if the leaders 
of opinion direct our footsteps along the right path I 
believe the world is now prepared to follow it. 


CONCLUSIONS 


To sum up: The conclusion to which I am driven is 
that Germany can only pay now whatever she may 
have in foreign balances, together with such amount 
as she can realize by the sale of her remaining foreign 
securities; that this payment is only possible if all 
other demands are postponed for a definite period 
long enough to insure the stabilization of the mark; 
and that future demands at the expiration of this 
period must be limited to the annual amount of 
Germany’s exportable surplus at that time. Further, 
that England has the capacity to pay to the United 
States interest and sinking fund on her debt, but 
that the other debtors are none of them in a position 
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to meet more than a small part of their external lia- 
bilities, and in the existing condition of Europe a 
definite postponement of any payment by them is 
desirable in the interests of all the parties. 

The actual amount which the other debtors could 
ultimately pay should, as in the case of Germany, 
be ascertained by inquiry into their exportable sur- 
plus at a full and frank conference between creditors 
and debtors. 

It' remains only for me now to thank you for the 
patience with which you have heard me. I have 
strictly confined myself to a consideration of the 
economic aspect of reparations and international 
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debts, how they are payable, the general capacity of 
a debtor country to pay, and the effect of payment. 

If I have become convinced that an attempt to 
enforce payment beyond the debtor’s ability is in- 
jurious to the international trade of the whole world, 
lowers wages, reduces profits, and is a direct cause 
of unemployment, the conclusion is founded solely on 
economic grounds and is uninfluenced by any political 
considerations or any regard to the moral obligations 
of the debtors. 

I know very well that there are other considerations 
affecting these debts, but these are matters of state- 
craft to be determined by the rulers of the creditor 
countries according to their view of wise policy, which 
covers many interests besides those of trade and 
finance. The fact that a debtor cannot pay does not 
of itself discharge the obligation. The debt may be- 
come the subject of negotiation and bargain by which 
if the debtor obtains relief, the creditor may still 
recover some advantage to which he may be justly 
entitled. But I conceive it to be the duty of bankers 
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to help so far as they can in forming a sound public 
opinion upon the financial and commercial aspects 
of these international debts, and it is in pursuance of 
this duty that I have ventured to make these observa- 
tions today. 
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IV 


THE REPAYMENT OF EUROPEAN DEBTS TO 
OUR GOVERNMENT 


By HERBERT HOOVER 


y of Commerce 


A 1d) ess De liz ere ad at Toledo, Ohio, October Io, IQ22 


Proposals have been repeatedly made over the last 
three years that the loans from our Government to 
foreign countries during the war should in part or in 
whole be cancelled, either for moral reasons or in the 
interest of economic stability. Less sweeping pro- 
posals have been made that the payments of interest 
and instalments as required by Congress should be 
further postponed or moderated. The question is 
one of the most complex and difficult in character 
that the American people have ever confronted. It 
greatly concerns American commerce and I feel that 
widespread discussion is of great value to the better 
understanding of the economic issues involved. Full 
understanding can be advanced only by full and frank 
discussion. 

I have the feeling that many men in Europe are 
thinking of these things in terms of despair, due to 
their immediate difficulties. There is no need for 
despair in the future of Europe if she can maintain 
peace. Her hard-working population, her tremendous 
industries, her enormous productivity and her mag- 
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nificent intelligence, her fabulous development of 
skill and scientific knowledge, are vital forces that 
must win if they have half a chance. 

These economic problems are problems that we 
must vision over years and decades. They must not 
be obscured by fluctuation in exchange or by calcula- 
tions of trade balances in terms of war and depression. 
Europe has made great economic progress since the 
armistice. Her troubles today are solely in the politi- 
cal and fiscal field. Her social organization, her agri- 
culture, industry, transportation, and commerce have 
found extraordinary recuperative powers from the 
depths of disorganization and famine of 1919. 

These loans to twenty nations amounted to about 
$10,000,000,000 and were nearly all demand obliga- 
tions. They now amount to $11,500,000,000 in princi- 
pal and accrued interest. Congress has laid down the 
conditions under which payment can be extended over 
a term of twenty-five years. It is the duty of the Fund- 
ing Commission to see that these terms are carriedout, 
and of course no alteration would be possible except 
through action of Congress. 

There are certain phases of this discussion that seem 
to me to require emphasis. 

First. These loans are often spoken of as debts to 
our Government. They are, in fact, debts owing to 
our taxpayers. These loans were made at the urgent 
request of the borrowers and under their solemn assur- 
ance of repayment. The loans were individual to 
each nation. They have no relation to other nations 
or other debts. The American taxpayer did not par- 
ticipate in reparations and acquired no territory or 
any other benefits under the Treaty, as did our debt- 
ors. There is no question as to the moral or contrac- 
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tual obligation. The repudiation of these loans would 
undermine the whole fabric of international good 
faith. I do not believe any public official, either of the 
United States or any other country, could or should 
approve their cancellation. Certainly J do not. 

Second. While it is probable that some of the 
weaker debtors will need relief from interest, yet I am 
convinced that the capital sum of these debts can be 
paid some time with the exception of say 5 per cent. 
I am also convinced that this can be done without 
realization of the oft-expressed undue strain on the 
debtor countries or the threat of a flood of goods from 
debtor countries in such quantity as would endanger 
employment of the factories and workmen of the 
United States. In the arguments put forward on these 
points some very important economic factors have 
not been given sufficient weight. 

Third. The proposals for abolition or reduction 
of interest for a certain number of years arise from the 
belief that certain countries can not physically make 
these payments at the present time without undue 
strain, or that such action would contribute to general 
economic stability and the more rapid recovery of 
these countries, in which everyone would benefit. 
The British do not make claims for such assistance 
from us and are arranging their payments. This cov- 
ers some $4,750,000,000 of the total debt and thus 
clears up nearly one-half of the problems at once. 
The proposition, therefore, narrows itself to debtors 
on the continent. The burden of payments falls with 
different weight upon each of the nineteen different 
debtors and each case is a problem to itself, and it will 
be found that respective annual payments due to us 
from different countries vary in their burden upon 
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them from 2 to 12 per cent of their governmental 


income. 
Fourth. If there be some of these countries who 
should be relieved of interest payments for a few 


years in order to promote economic stability, then 
there needs be a demonstration of the facts in respect 
to each individual country that would be convincing 
to the American public and to Congress. The tax- 
payer will naturally need conviction that such post- 
ponement would bring returns in economic progress 
that would warrant such a sacrifice. He would nat- 
urally consider that there are other things which must 
march in advance before the fullest prosperity can 
come to Europe. For stability and prosperity require 
that there must be such political and economic read- 
justment between the states of Europe as will bring 
about an atmosphere of peace in replacement of an 
atmosphere of war. There must be rearrangement of 
economic boundaries in Europe that will give hope of 
the economic survival of states which can be saved by 
no financial operation of any kind. There must be a 


reduction of armament not only as a guarantee of 
peace but as a contribution to the balancing of budg- 
ets and the cessation of inflation. There must be a 


general intent to create good will and peaceful work- 
ing together among the nations to their own recon- 
struction instead of constant recurrence of political 
crises which so narrowly escape war and so sadly dis- 
turb commerce. All these things would assure the 
complete recovery of Europe. They would also place 
Europe sometime in a position where our loans would 
be but a little burden. 

Fifth. America has dealt with Europe during the 
past few years in terms of idealism. We do appreci- 


| 











593 


ate her difficulties. We are capable of great sacrifices 
and of great generous charity. We want to take part 
in making a better world, but it must be clear that 
sacrifices and charity from America can not alone 
bring about a cure for those evils which now work 
against economic progress. What the American peo- 
ple would do in the circumstances that the forces of 
real world peace and prosperity were put in motion, 
could be looked forward to with confidence. Our 
record to date has been one of helpfulness. 

A great deal of current discussion as to the inabil- 
ity of the countries on the continent to meet payments 
of these debts in any case has revolved upon the 
working of intricate economic forces. 

In arguments advanced that the loans must be can- 
celled, the claim is seldom made that the payment can 
not ultimately be provided out of taxation or reduc- 
tion of expenditures in the debtor country, and pay- 
ments made in the local currency of that country. 
The economic contention is that such currency must 
be transformed into goods or gold in order to be 
shipped to the American people. The arguments 
against payment nearly all bear upon the difficulties 
that this transformation implies, and in them there 
are a large number of premises which have not been 
argued from all sides. 

These premises include: That the only method by 
which payments can be made in international bal- 
ances is through the shipment of goods or gold; that 
these shipments would necessarily be direct from the 
debtor country to us; that such shipments might em- 
barrass our industries and employment; that the 
capacity of a given country to pay international obliga- 
tions is dependent upon its ability to produce a sur- 
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plus of goods for export over and above its necessary 
imports; that present trade balances should be taken 
as an indication of future paying power. It appears 
to me that the whole of these assumptions as to the 
relation of debt payments to us to the movement of 
goods need to be seriously modified by other large 
weights in the international balances. 

The settlement of international balances between 
America and Europe contains factors that are in their 
volume unique in international commerce. For in- 
stance, the annual expenditure of American tourists 
abroad, the remittances of emigrants in the United 
States to their relatives abroad, the growing volume 
of investment made by our people in foreign coun- 
tries, interest upon investments in the United States 
of private citizens of our debtor countries and other 
items of so-called invisible exchange—all combine to 
furnish a large supply of our money to Europe with 
which they in turn can make payments for interest 
on debts, or for the purchase of goods from us. In 
total to the world these sums amounted to about 
$1,500,000,000 in the last fiscal year, which was, 
indeed, a year of depression, and these are sums which 
with peace in the world will grow constantly over the 
future. These sums are largely expended directly or 
indirectly in our debtor countries. 

If we examine our situation in international balances 
during the last fiscal year, we will find that the world 
shipped us $2,600,000,000 worth of goods. This sum 
added to the items of tourists, of loans and remit- 
tances and other forms of invisible exchange, gave the 
world a paying power to us of about $4,100,000,000. 
In addition, the world shipped us over $450,000,000 
in gold and silver. During the year we exported 
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$3,800,000,000 in goods. Thus, during that fiscal 
year the world had a paying power to us in excess of 
goods bought from us of about $750,000,000. This 
excess was probably used to readjust previous private 
debts. 

The assumption that payments from debtor coun- 
tries would need to be made in gold or in goods direct 
to the United States, or that goods will flood our mar- 
kets, should of course be modified to the extent of the 
use of invisible exchange, but beyond even that it 
does not necessarily follow that there is any flood of 
competitive goods. The world’s trade is to a large 
extent a sort of pool, as the result of triangular opera- 
tions; that is, if our investors loan money to the Argen- 
tine, then the Argentine may expend this money in 
the purchase of goods from the continent of Europe. 
The continent of Europe thus possessed of this money, 
may use it in payment on account of debts due us or 
in the purchase of our goods. Another case of tri- 
angular world commerce of profound and growing 
importance is the relation of our imports of goods from 
the tropics. 

The shipment of European manufactured goods, of 
the sort that might compete in our home market, to 
the tropics, and in turn the shipment to us of tropical 
goods that will not interfere with our domestic manu- 
facture or employment, is not only possible but is 
going on all the time. The products of the tropics— 
rubber, coffee, sugar, woods, etc.—are a type of goods 
which we can not sufficiently produce. They, there- 
fore, do not affect employment in the United States 
and they are goods which are constantly increasing 
in ratiqg to our total imports. In so short a time as 
seven years, the proportion of products from the 
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tropics which we imported have increased from 36 
to 53 per cent of our total imports. To a considerable 
degree tropical countries are under control of our 
European debtors. As our standards of living and 
population continue to grow, our imports of tropical 
produce will further expand. 

Thus, it does not follow that the whole of these 
debts are either to be paid in goods or that competi- 
tive goods necessarily come into our market at all 
from this cause. Beyond this, if America continues 
strong and prosperous, our ability to consume Euro- 
pean goods of the types we do not ourselves produce 
will be greatly increased, and Europe’s ability to pay 
us would be still further increased. The assuming 
that the present surplus of exports over imports repre- 
sents the available balance with which a country can 
meet a long-time debt ignores not only the fact that 
the movement of goods alone does not form the whole 
basis of payment, but it ignores the time element. 
Due to increasing population, development of sci- 
ence, and natural resources, the world’s international 
commerce doubles nearly every fifteen or twenty years, 
and this debt burden being a fixed burden will thus 
be a decreasing burden. 

Large international debt is not a new phenomenon. 
It is precisely the same thing in its effect upon ex- 
change and trade whether the debt is intergovern- 
mental or private. Before the war, the rest of the 
world owed to Europe generally probably $30,000,- 
000,000 and this burden was carried without dis- 
turbance to the world’s commerce. This total sum was 
mostly accumulated over a period of forty years. It 
is at least an indication of the productive and pay- 
ing powers of peace. 
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No one can assess the relative weight of all of these 
momentous economic forces, but it is a certainty they 
should be taken into consideration, and that we should 
have more experience with them before we jump to 
the conclusion that these debts should be irretrievably 
cancelled. 

No one can be impressed more than myself with the 
dangers and losses to American trade and commerce 
from the present instability in Europe, the lowered 
standards of living in many areas, the reduction of the 
great middle class from whom the intelligence and 
leadership must come, the diminished purchasing 
power for our products, the very practical questions 
of fluctuating exchange in its creation of a speculative 
element in all international business—all of them 
affect our own welfare directly. Beyond all this, 
we are affected morally and intellectually with any of 
the failures of civilization. Yet, as I have said, the 
retrospect of the last three years is not one of dis- 
couragement over Europe’s progress, and any knowl- 
edge of her productive powers belies all discourage- 
ment except war. The problems involved are pecu- 
liar to each country; they need to be treated with 
sympathy but with the purpose of securing firm 
peace and recovery of the world. America earnestly 
wishes to be helpful to Europe, but economic mat- 
ters require a degree of realism that will do justice to 
the American people, as well as be helpful to peoples 


abroad. 
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V 
THE ALLIED DEBTS 
A CONSTRUCTIVE CRITICISM OF SECRETARY HOOVER'S VIEWS! 


By Epwin R. A. SELIGMAN, PH.D., LL.D. 
McVickar Professor of Political Economy, Columbia University 


In aspeech at Toledo on October 16Secretary Hoover, 
a member of the Allied Debt Commission, gave his 
views, which presumably represent the policy of the 
commission as well as of the Government. There is 
no doubt, however, that there is a growing sentiment 
in the country which is not in harmony with the views 
of Mr. Hoover—a sentiment which is entertained by 
an increasing number not only of business men, but 
also of farmers and labor leaders. Mr. Hoover’s views, 
moreover, are contrary to those expressed by Mr. 
Lamont and Mr. Krech at the recent Bankers Con- 
vention in New York. 

It may be worth while, therefore, to pass in review 
the arguments adduced by Mr. Hoover, and to 
attempt a constructive criticism of a public servant 
who stands so deservedly high in the affections of the 
community. In the discussion of the allied debt there 
are three fundamental points. The first is the char- 
acter of the obligations; the second refers to the 
ability of the debtors to pay, and the third has to deal 
with the desirability on our part of insisting on im- 
mediate or early settlement. Let us take these points 


in order: 


1 Reprinted from the New York Times, November 5, 1922 
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1. Is tHe ALLIED Dest A Just DEBT? 


Mr. Hoover starts with the following statement: 
“These loans were made at the urgent request of the 
borrowers and under their solemn assurances of repay- 
ment. They have no relation to other nations or 
other debts. The American taxpayer did not partici- 
pate in reparations and acquired no territory or any 
other benefits under the treaty, as did our debtors. 
There is no doubt as to the moral or contractual 
obligation. The repudiation of these loans would 
undermine the whole fabric of international good faith. 
I do not believe any public official, either of the 
United States or any other country, could or should 
approve their cancellation.” 

As to the contractual obligation, there can, of course, 
be no question. The money was borrowed at the re- 
quest of the Allies; it was loaned in good faith, and it 
indubitably constitutes a valid debt. But is the 
question of moral obligation the same? In the first 
place, contrary to widespread opinion, the loans to 
the Allies were to an overwhelming extent made dur- 
ing the war itself. Although private individuals loaned 
money to the belligerents, not a cent was advanced by 
the Government until we entered the war. And while 
it is true that comparatively small amounts were lent 
after the armistice, those loans were made almost en- 
tirely for expenses contracted during the war. 

Of the total amount of about ten billions, there was 
loaned to Belgium after the signing of the treaty of 
peace in June, 1919, up to November 15, 1919, only 
$3,000,000, and up to November 15, 1920, another 
$10,000,000. To France about $250,000,000 was 
loaned from the date of the signing of the treaty to 


[73] 








600 


November 15, 1919, and another $110,000,000 in 

the next year. To Italy between the signing of the 
treaty and November 15, 1919, the total advances 
were a little under $60,000,000, and another $50,000,- 
ooo between that date and November 15, 1920. To 
Great Britain nothing at all was loaned in either 
period. Thus, substantially, the entire amount was 
advanced during the war. 

Now, what was the object of these loans? As Sec- 
retary McAdoo has told us in his report for the fiscal 
year ended June 30, 1919: “It is difficult to exaggerate 
the great purposes served and the great results ac- 
complished by these advances to foreign Govern- 
ments. In the most critical stage of the war they im- 
measurably assisted America’s gallant associates in 
obtaining the munitions, supplies and equipment 
that were so imperatively needed to meet the enemy’s 
offensives or to carry the fighting into his territory, 
and probably of equal importance was the fact that 
they served to hearten the Allied armies and peoples 
by the knowledge that the vast credit resources of the 
United States were being shared with them for the 
effective prosecution of a common cause. Conversely, 
it is not difficult to estimate the disheartening effect 
that these loans of billionsand the willingnessof America 
to lend for the prosecution of the war as much more 
as was needed, to the limit of her ability, must have 
had upon the spirit and morale of the peoples and 
armies of the enemy. * * * * The service of these 
loans in assisting to hold the battlefronts of Europe until 
the might of our heroic army could be felt effectively, 
made possible, beyond the shadow of a doubt, the 
ending of the war in the fall of 1918. Without this 
aid to the Allied Governments the war unquestionably 
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would have been prolonged, if not lost, with the resul- 
tant great additional cost in life and treasure.” 

{In other words, as the sentence italicized by me 
shows, most of the money was loaned and the proceeds 


used to carry on a joint enterprise during a time when 
our aid in the shape of actual combatants was insig- 
nificant. If the war was a joint enterprise, carried on 
for a common purpose, is there any more reason to 
separate the financial contribution than the human 
contribution? When we finally put our army under 
the orders of Foch we fused our efforts with those of 
our Allies and gave an indelible stamp to our common 
efforts. If we are to charge France and italy for the 
wheat that kept their forces alive, for the uniforms 
that kept their scldiers warm while they held the 
battlefront, we might as well charge so much a man 
tor the American Army when it finally arrived. 

What actually happened was that the Allies fur- 
nished a huge armed force which only with difficulty 
withstood the onset of the enemy. In this huge force 
the human element was represented primarily by 
France and Italy; the materials were furnished largely 
by Great Britain; and the food was contributed 
chiefly by the United States. A’! three elements were 
indispensable to the winning of the war: the absence 
of any of them would have spelled disaster. The 
mere fact that our chief contribution was rendered in 
the shape of book credits must not be permitted to 
obscure the facts. 

It is true that we entered the contest with clean 
hands and with clean hearts; we poured out lavishiy 
our treasures and the lives cf our soldiers; we had noth- 
ing material to gain from victory and we sedulously 
refrained from even advancing any claim to the 











602 


division of the spoils. So far, so good. But consider 


the other side for a moment. 

Mr. Hoover tells us that America did not participate 
in reparations and acquired no other benefits under 
the Treaty. It is indeed true that we acquired no 
benefits under the Treaty, but is it true that we 
acquired no benefits from the war? Is not the reverse 
the fact? While all Europe was in a death grapple we, 
as the most important neutral, remained aloof and 
earned incalculable sums. 

At the very outset of the war Europe sent us millions 
of gold to pay for our supplies, and within a short 
time the flood of materials which we sent abroad 
created such a prodigious European indebtedness that 
it changed the United States from the chief debtor 
nation of the world to the chief creditor nation. The 
fortunes made in this country were stupendous; 
wages rose precipitately, and while Europe was in the 
throes of convulsions we reached the dizzy heights of 
untold prosperity. Is it, then, fair to urge that we 
made nothing out of the war? 

On the contrary, this country has been the greatest 
beneficiary of the war. We received, indeed, no ships 
to ruin our shipping trade, as was the case in Great 
Britain; we received no colonies which would have 
been burdens rather than assets; but we heaped up 
wealth, while all other countries lost it. 

The revolution which converted us from a debtor to 
a creditor nation, and which made us at a blow the eco- 
nomic arbiter of the world, is due to the fact that we 
received these enormous profits. Had we been in the 
war from the beginning we also should now have been 
hovering on the brink of bankruptcy. Instead of 
being able to count the ten billions as assets, our Gov- 
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ernment probably would have been in the position of 
owing ten times ten billions as our share of the cost of 
the war. 

And, now, after having escaped all these dangers, 
after having made enormous profits out of the contest, 
after having emerged as the real beneficiary of the 
war, we have the hardihood to say that our relatively 
insignificant cash contribution—all of which, inci- 
dentally, was expended in this country and went to 
enrich our people—constitutes a debt which we have 
the moral right to exact from those who fought by our 
side and who suffered for the common cause—that is, 
for our cause—sacrifices incalculably greater than our 
own! 

How are we to explain the almost simultaneous ap- 
pearance of war-profits taxes in every country if not 
on the ground of conviction that it is illicit for an indi- 
vidual to make profits out of the blood and misery of 
his fellow countrymen in so fearful a crisis? But if it is 
indefensible for a private individual to retain all or 
even a large part of such profits, why is not the same 
rule applicable to a nation? What moral right have 
we to retain the profits that have been gained indeed, 
but not really earned, in such warfare? 

Is the Allied debt, then, a just debt? We advanced 
the money, indeed, in the form of loans, and legally 
our position is impregnable. What we actually did, 
however, was to defray our share of a common burden 
which, if it were to be adjusted on a truly equitable 
basis, would make us not the creditor but the debtor 
of the Allied group. To insist now on our pound of 
flesh is to take the part of a Shylock standing on his 
legal rights, not of a high-minded partner in a joint 
common enterprise. 
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When Mr. Hoover tells us that the Allies gave us 


their solemn assurance of repayment, he is undoubt- 


edly correct. When a man borrows money he always 
avers his intention to repay. But it may be questioned 
whether any of the Allies seriously thoug ght at that 
time of repayment. It may even be questioned 
whether any one in our Government seriously con- 
templated repayment. The situation was so urgent 
and the crisis so prone that if the Allies had asked 
for gifts or contributions instead of loans they would 
have been given the funds just as readily. We know 
now that England had come absolutely to the end of 


her tether. Washington knew it then. When we sent 


is of alee, to fiol it we did not stop to dicker 
ia ther this was to bea gift ora loan. What was true 
of the lives of our soldiers would have been equally 
true of the guns, the airplanes, and the uniforms which 
ley so sorely needed. We made the loans because the 
\llies asked for loans; had they asked for gifts, we 
should have been equally ready to comply. 

Finally, when Mr. Hoover says he does not believ: 
that the public officials of any country approve the 
cancellation of the debts, he must be sorely misin- 
1e point of view of nearly every promi- 


l 
nent Secnsanenin statesman. It is true that Great Britain 


has been goaded by our ungenerous attitude into the 
position where she declares her intention to repay 
every penny; for, like every proud haben: reat Brit- 


ain cannot endure the thought of being owns! 
with an unpaid debt. But as us not forget that Great 
sritain loaned to her Allies almost twice as much as 
she borrowed from us, a ha every responsible 
statesman in Great Britain would be only too glad of a 


comprehensive plan whereby she could be relieved of 
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her debt to us and thus be put in position to forego the 
still larger debts due to her by the other Allies. 


From the point of view of the equities of the case, 
therefore, can the debt of the Allies be called a just 
debt? We have every legal right to demand it, but 
from the higher point of view have we a moral right? 
We emerged from the stupendous struggle with clean 
hands, indeed, but with full hands. We are the one 
nation in the world which has profited by the war. 
Is it not almost like adding insult to injury to ask those 
who suffered the most and who bore the brunt of a 
common enterprise to suffer still more in order to 


enrich us further? 


2. CAN EUROPE PAy? 


Inasmuch, however, as the debt is undoubtedly a 
legal obligation, the question arises as to the ability 
of the debtors to pay. Here we must not fool ourselves. 
Technically, we are confronted by one solvent debtor 
and by a number of embarrassed debtors. Practically, 
however, our real debtors are all of them in the second 
category; for our real debtors are France, Italy, Bel- 
gium, and a dozen or more of the other countries. 
\lmost one-half of the principal of the ten billions is, 
indeed, owing to us by Great Britain; but while Great 
Britain was borrowing from us, she was lending still 
more to France, Italy, Russia, and the other Allies. 
She was able to make these loans because of the 
advances made by us. In effect Great Britain served 
simply as a channel through which we made loans to 
the continental Allies; the ten billions went to the 
continent, although part of it went there through an 
indirect and devious route via Great Britain. The 
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question, therefore, resolves itself into this: Can the 
continental countries pay the debts? Are they in any 


position to do so? 

Mr. Hoover tells us that the interest and amortiza- 
tion charges upon the debts amount to only from 2 
to 12 per cent of their annual income. But if what has 
just been stated is true, and if our insistence on pay- 
ment of Great Britain puts her into the unfortunate 
position of demanding payment from the other 
Allies, Mr. Hoover's figures must be at least doubled. 
The Allies will be called upon to pay not from 2 to 
I2 per cent of their annual income, but from 4 to 24 
per cent. And 24 per cent cannot be considered a 
negligible sum, especially when it is the last straw 
that breaks the camel’s back. 

In the next place, Mr. Hoover attempts to contro- 
vert the proposition that countries must pay their 
debts primarily through an exportable surplus, that 
is, through the exportation of raw materials or manu- 
factured goods. I have the highest regard for Mr. 
Hoover as a statesman and administrator, but I 
respectfully submit that his economics in this respect 
are not sound. A far better analysis of the situation 
is to be found in the address of Mr. McKenna. Let 
us consider more closely how international debts can 
be paid. 

First, of course, they can be paid in cash, i. e., in 
gold. This method of disposing of the Allied debts 
can, however, be eliminated because the continental 
nations have no gold to speak of. The great mass of 
the world’s gold supply is in the United States. 

The second possible method of paying a nation’s 
debts is by turning over domestic property to the 
foreign creditor. Where the creditor is the Govern- 


[80] 


he 
ny 


607 


ment, which of course cannot retain the property 
that may come into its possession, but must dispose 
of it to private individuals, it is clear that if the 
lands, railroads, or factories abroad were turned over 
to our Government in payment of the debt, the Gov- 
ernment would have to dispose of them to individual 
investors. But why should American citizens invest 
in European lands, railroads, or factories under the 
present conditions, with the prospects of endlessly 
increased taxation and decreasing incomes staring 
them in the face? 

The political impossibility of the situation, more- 
over, is obvious. No self-respecting nation would 
allow absentee ownership of all its land and industries; 
and, on the other hand, no nation would look with 
favor on the investment by its own citizens in an 
immense amount of property abroad, which would 
make them waver in their allegiance because of their 
economic interests. Politically as well as economi- 
cally, the attempt to pay debts by the transfer of one 
nation’s property to another is excluded. 

We come, in the third place, to the so-called “invisi- 
ble items” on which Mr. Hoover lays so much stress. 
That these items exist is undoubted. In all inter- 
national financial relations we have to deal with the 
money in the possession of, or remitted by, immi- 
grants; with sums expended by tourists; with profits 
on shipping; with bankers’ commissions; with insur- 
ance premiums, and with interest on investments. 
Every elementary textbook of economics makes allow- 
ance for these. Ever since the time of Cairnes we 
have made the distinction between the balance of 
trade and what is known as the equilibrium of com- 
merce. The balance of trade which refers only to 
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imports and exports of commodities is a familiar con- 
cept. Exports must offset imports, imports must offset 
exports. If there is a surplus of exports over imports, 
we speak of a favorable balance of trade. But the 
equilibrium of commerce is a different matter. 

Because of the existence of the so-called invisible 
items, the debits and credits between any two coun- 
tries generally stand at an equilibrium when there is 
a definite excess either of exports or of imports. Great 
Britain before the war, for instance, received such 
immense sums as interest, freight, bankers’ commis- 
sions, insurance premiums, etc., that its commerce 
with foreign countries as a whole was in equilibrium 
when she imported several hundred million dollars 
more than she exported. Her debits and credits in 
international trade were equilibrated through an 
excess of imports. Her imports were paid for by her 
exports plus her profits. The excess of imports was 
due to profits consisting of these invisible items. 

It is clear, therefore, that the existence of these 
invisible items does not disclose any added capacity 
on the part of a country to pay debts. If we start 
with a commercial equilibrium which includes these 
invisible items, the only way to pay a debt is to ex- 
port more goods or more securities. 

How was France enabled to pay her debt to Ger- 
many in 1870? First, of course, she had a large stock 
of gold which she turned over. Then she issued a great 
internal loan, the proceeds of which she remitted 
through the medium of bills of exchange. But the most 
effective method of payment was by immensely in- 
creasing her exports. The equilibrium of commerce 
between France and the outside world for the period 


prior to 1870 was, as in England, attained at a point 
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where the imports exceeded the exports, the excess of 
imports representing profits on foreign investments. 
After 1870, however, the equilibrium of commerce 
stood at a point where the excess of imports was con- 
verted into a large excess of exports. France was able 
to pay the debt because her productive powers en- 
abled her to convert an excess of imports into an ex- 
cess of exports and to apply this excess to her indebt- 
edness. Mr. Hoover’s treatment of so-called “invisible 
items” fails to make this distinction between the nor- 
mal balance of trade and the new equilibrium of 
commerce. 

What is the situation in the continental countries of 
Europe? They have no gold to remit. They cannot 
send us their land, railroads or factories. They have 
no more securities of foreign countries to turn over, 
as England did during the war. There is no likeli- 
hood of any substantial increase in the invisible items 
which they could transfer to us. On the contrary, in 
the present perilous economic situation there is slight 
probability of their receiving additional sums on for- 
eign investments or profits on a larger merchant ma- 
rine, or gains through developing banks or insurance 
companies; and the sums yielded by a possible increase 
in American travelers abroad or in the sums remitted 
by immigrants to this country would be only a drop 
in the bucket. 

It remains true, therefore, despite Mr. Hoover's 
statement, that the only way in which a foreign debt 
of any magnitude can be paid is through an exportable 
surplus. This means two things: First, that there is a 
surplus of social income ; second, that the surplus take 
the form of exports. 

In the present situation in Europe, however, there 


{ 83 | 












610 


is no surplus of social income, and is not apt to be fora 
long time. People are prone to forget the gigantic rav- 
ages of war; never before in history has there been such 
prodigious waste of man-power and of capital. Despite 
the slight improvement that is visible now, Europe 
has on the whole been steadily going down hill. Even 
in Great Britain the most competent thinkers main- 
tain that Great Britain is living on her capital, and is 
not forging ahead. Certainly the continent of Europe 
as a whole is, economically speaking, bankrupt, and it 
will be a long time before the social income and outgo 
balance each other. And, in the second place, even 
when there is again a social surplus, the possibility of 
putting this surplus into exports will depend on un- 
predictable competitive conditions. 

On one point, indeed, we may thoroughly agree with 
Mr. Hoover. Until Europe takes energetically in hand 
the question of expenditures, both government and 
individual, there is little hope. This means the stop- 
page of waste and the substitution of thrift for the 
riotous profligacy which has been the inevitable con- 
comitant of war. It means, in Government finance, a 
drastic reduction of expenditures and the substitution 
of international cooperation for the sharp lines of ex- 
treme nationalism that have been drawn all over the 
continent. 

But the accomplishment of this task depends on 
political forces. There is no hope of great decrease of 
armaments until a sense of security replaces the pres- 
ent feeling of suspicion. Again, it comes with espe- 
cially bad grace from us in the United States, who 
have enacted one of the most extreme protective tar- 
iffs in our history, to preach free trade and interna- 
tional amity to Europe. Certainly, insistence by us on 
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the immediate payment of debts will make matters 
worse than they now are. Can we blame France for 
saying that, if the United States and Great Britain 
demand payment in full of the indebtedness, she will 
certainly not be overgenerous in her demands for 
reparations from Germany? Reparations and Allied 
debt payment are inextricably intertwined. 

The truth is that our debtors are bankrupt. They 
cannot pay now, and will not be able to pay in any 
assignable time. I have found no prominent business 
man or banker here or abroad who believes that there is 
any possibility of paying the debts. You cannot ex- 


tract water from a stone. 
3. WiLL iT BENEFIT Us TO BE Parp? 


But even if the Allies could pay, the final question 
arises: Should we demand that they pay now and 
forthwith? If they have the ability to pay, have we 
the capacity to receive? 

Mr. Hoover seeks to answer this question in the 
affirmative by telling us of the three-cornered trade; 
of the fact, familiar to every tyro, that a nation in in- 
ternational trade may acquit its obligations to another 
country by transferring the debits to a third country, 
which stands in an opposite relation. Mr. Hoover 
endeavors to quiet our fears about the danger of 
European countries exporting to us a surplus of manu- 
factured goods, which would stop the wheels of our 
industry, by saying that this surplus may come in the 
shape not of competitive goods, but of raw materials, 
which we need—rubber, silk, coffee, cocoa, or what not. 

When I read this section of Mr. Hoover’s speech I 
had to rub my eyes in astonishment. For, as it is clear 
on reflection. there is a fallacy in the argument. Will 
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Europe be able to send more manufactured products 
to the tropics unless she has an exportable surplus? 
And how will an increase of European exports create a 
proportionate augmentation in thecapacity of the trop- 
ics to supply, or in the readiness of the United States 
to demand, more raw materials? Let us concede, 
however, that the tropical countries will send us more 
rubber, tin, silk or coffee, and that the European debt- 
ors will send their manufactures to the tropics in- 
stead of to the United States. What will then happen, 
may I ask, to our exports of agricultural implements, 
electrical apparatus and textiles to China, South 
America and Africa? If the rubber and coffee are 
sent out by them to pay for more industrial products 
received from Europe, what will there be left with 
which to buy industrial products from the United 
States? It makes very little difference to us whether 
the wheels of industry are stopped here because of the 
plethora of exports of manufactured goods from Eu- 
rope into the United States or because of the inability 
of the United States to send its wares to the tropics. 
In both cases there will be a falling-off in the demand 
for our products. 

No explanation can obscure the fact that, despite 
the three-cornered trade, a nation’s commerce must be 
envisaged as a totality. If the rest of the world pays a 
debt by exporting more goods, whether to us or to an- 
other country, it makes it harder for us to export the 
usual quantity of goods in return. The reason why, 
under normal conditions, exports are mutually profit- 
able, is that the exporting country is thereby enabled 
to secure imports, that is, to buy commodities. It isa 
matter of give and take. But when, in order to pay 
an immense debt, the rest of the world has to increase 
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its exports to us, there is nothing to call for imports in 
return; and with this cessation of our exports to for- 
eign countries our factories will close, our industries 
will languish and a period of business depression will 
set in. 

The most striking example of this state of affairs in 
international trade is the recent transfer of the Ger- 
man merchant marine to Great Britain. The average 
man thought that that would be a great thing for 
Great Britain, since she was getting something for 
nothing. But what was the result? First, there was 
such a drop in freight rates that stagnation was 
brought into the shipping business. Secondly, ship- 
building in England fell off to such an extent as to lead 
to a crisis in the industry, with a wave of unemploy- 
ment sweeping over the country. Instead of being a 
blessing, it proved to be a disaster. 

What is the real trouble in the United States, with 
wheat at a little over $1 a bushel and with depression 
in our industry? How long will it be before the Amer- 
ican farmer realizes that our debtors are also our cus- 
tomers, and that we cannot expect any resumption of 
prosperity unless there is a market in which to sell our 
wares? Even if it were possible to compel our Allies 
to pay their debts, it would make the situation here 
still worse. In business life the best way to deal witha 
bankrupt creditor is to set him on his feet again. But 
there is a difference between public and private busi- 
ness. In private business, even if the bankrupt is not 
put on his feet, the creditor can at least find new 
customers and continue to dispose of his output else- 
where. In public business and finance, as in the 
present situation, it is different: we must either con- 
vert these bankrupt nations into good customers or 
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have no customers at all. By saving them we save our- 
selves. 

The trouble with the Debt Commission law is that 
the hands of the commission are tied. It was a con- 
cession to the ignorance and the prejudice of the aver’ 
age voter. While I am sure that Mr. Hocver is en- 
tirely sincere in his belief, I suspect that he is largely, 
even if unconsciously, influenced by the politics of the 
situation and what he believes to be the general senti- 
ment of the country. The situation here is analogous 
to that in France, where the business men and the 
economists will tell you privately that they do not 
at all agree with the views enunciated by the poli- 
ticians who fear to brave the popular wrath. What we 
need in this country is a more thorough study of what 
Mr. Hoover concedes to be the complex elements in 
the problem. When that study is made, it will in my 
judgment lead the American people to the conclusion 
that they cannot afford to press for an immediate re- 
payment of the debt, or even for such a refunding as is 
contemplated in the law. 

It may indeed be just as well to keep the debt on 
the books for a time. We have ample precedent for 
this, as in the case of the Turkish debt owing to Russia 
before the war. It may be good politics occasionally to 
remind our debtors politely of the fact that there is a 
debt. But would it not be both generous and wise for 
us to cooperate with our debtors in some project which 
would look to the utilization of those debts as a means 
of construction of a shattered world? 

The debt cannot be paid, and if it could be paid it 
would harm us more than our debtors. As a matter 
not simply of equity, but of good business, let us study 
the matter further. We must not harbor the delusion 


[88 ] 
J 


O15 


that we can any longer be sufficient unto ourselves 
alone. More and more we shall have to depend on our 
exports, whether of raw materials or of manufactured 
products. Let us not, in the excess of our zeal, kill 
with one stone two birds each of which we should seek 
to keep alive—the one, the hope of European regenera- 
tion in the interests of a broad humanity; the other, 


our own prosperity, which will surely be imperiled 


by the ruin or the ill-will of our hest customers. 
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VI 
THE INTERALLIED DEBTS AS A BANKING 
PROBLEM! 


By BENJAMIN M. ANDERSON, JR., Pu.D. 
Economist of the Chase National Bank of New York 


Address Delivered before the Arizona Bankers Assocta- 
tion, Bisbee, Arizona, November 11, 19022 


Much current discussion gives the impression that 
there are only two alternatives in dealing with the 
interallied debts: first, to exact our pound of flesh, 
remorselessly insisting on current interest in full and 
payment of the principal in full by a definite due 
date; and second, to cancel these debts outright. 
But it is worth while to consider intermediate possi- 
bilities 

As A BANK WOULD SEE I1 


If a bank were in the position of the United States 
Government, of having made a bad loan, or a loan it 
could not collect in full at maturity, it would con- 
sider such compromise proposals as extension of 
time, reduction of interest rate, and waiving of inter- 
est for a period. The bank would, moreover, inquire 
into the details of the debtor’s position. It would 
wish to know what assets and receivables the debtor 
had; it would take account of the goodness or bad- 
ness of the debts due its debtors; it would inquire into 
the expenditures and revenues of its debtor, and 
would wish to know how far revenues could be in- 


Reprinted from Chase Economic Bulletin, Vol. Il, No 


| 90 | 


Cc! 


if 
u 








G 


M~ 


at 
he 


id 
le 


1- 





617 


creased and expenditures reduced. The bank would be 
concerned if dividends were being paid by its debtor, 
if unnecessarily high salaries were being paid, or if 
unprofitable departments were being maintained. 
The bank would be especially concerned if the debtor 
were undertaking new borrowing for purposes of ex- 
pansion or plant extension. In working out com- 
promise adjustments of the debt, the bank would 
expect to have these other matters adjusted also, 
and would expect the solution reached to insure the 
future solvency of the debtor. There would be no 
point to the bank’s making any compromise of its 
debt unless there were such a general readjustment as 
to make sure that the reduced amount of the debt 
would ultimately be paid. If, on the other hand, by 
abandoning part of its claims, the bank could make 
sure of collecting the rest, it might well find it definitely 
good business policy to do so. 

I believe that we can go further by viewing this 
problem as a banking problem than we can by view- 
ing it either as a matter of sentiment or as a pawn 
in the game of domestic politics. I see no reason for 
questioning the righteousness of these debts. We made 
the loans in good faith and Europe gave us in good 
faith her promises to pay. We waived ordinary 
credit standards in making them, to be sure, because 
of our sympathy with our Allies and our desire to help 
them. We did not exact collateral or security, and we 
knew when we made the loans that Europe might 
have difficulty in repaying them. But these facts, 
instead of lessening Europe’s obligations to us, tend 
rather to increase them. Debts of honor made with- 
out collateral impose a higher moral obligation on the 
debtor than do secured debts, resting on adequate 
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collateral. I recognize that there is force in many of 
the considerations resting on grounds of sentiment 
which have been offered for modifying the debt, but 
it seems to me unnecessary to take account of them, 
particularly since a strictly banking viewpoint would 
lead to many of the conclusions which these more 
sentimental arguments suggest. It is not necessary to 
urge moral or sentimental grounds for refraining from 
exacting the pound of flesh, when economic and bank- 
ing considerations so clearly point the same way. 

There is one great difference between the position 
of the American Government dealing with the gov- 
ernments of its associates in the war and the position 
of a bank dealing with an embarrassed private debtor. 
[he banker may have recourse to the bankruptcy 
courts if the debtor is unwilling to deal fairly with him. 
Our Government has no such recourse. But the 
essentials of the situation are not greatly altered by 
that fact. The greater part of these debts is owed by 
great governments, proud of their financial standing, 
sensitive to aspersions upon their standing, eager and 
anxious to maintain their good repute in the inter- 
national money markets. Both pride and self-interest 
combine to make them reluctant in the extreme to 
default on their obligations, and make it virtually 
impossible to conceive that they would definitely 
repudiate their obligations. If they should repudiate 
their obligations to the United States Government, 
they would know that private sources of credit in the 
United States would cease to be open to them, and 
they would know that the best sentiment of their 
own people would be unspeakably shamed by it. 

In this connection, it is worth while to make a dis- 
tinction which Secretary Hoover failed to make in the 


92 | 


the 
not 
Sta 
the 


anc 
gra 
act 
to 
whi 
hoy 
me 
wit 
fait 
an 


in 
ma 


inf 
bat 
inv 
ing 
for 
irre 
inf 
pai 
ect 

sal 


day 


) of 
lent 
but 
em, 
uld 
ore 
‘to 


om 


nk- 


O19 


interesting address delivered in Toledo on October 
15th. Mr. Hoover is quoted in the New York Times 
as saying: 

“The repudiation of these loans would undermine 
the whole fabric of international good faith. I do 
not believe any public official, either of the United 
States or any other country, could or should approve 
their cancellation.” 

It is important to distinguish between repudiation 
and cancellation. Repudiation is the defiant and un- 
grateful act of a debtor. Cancellation is the generous 
act of a creditor. It would not be possible for Europe 
to repudiate these debts without undermining the 
whole fabric of international good faith. It would, 
however, be possible for the United States Govern- 
ment to reduce, modify, or even cancel these debts 
without in any way undermining international good 
faith. Assuming good faith on the part of Europe and 
an earnest effort on the part of Europe to meet our 
terms and conditions, we may modify these debts 
in whatever way the situation seems to require, and 
may consider the matter on a strictly business basis. 

There is a great difference also between the simple 
informal discussion which takes place between the 
banker and the debtor, and the elaborate ritual 
involved in diplomatic negotiations. A realistic deal- 
ing with all the relevant facts is not an easy matter 
for diplomats or politicians, and the elimination of 
irrelevant and sentimental considerations, designed to 
influence the next election or the next sitting of a 
parliament, is an almost impossible thing. A great 
economic conference would face in less degree the 
same difficulties, with the press reporting its day-by- 
day doings, with waves of excitement sweeping 
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through various countries as points touching their 
particular interest came up, and with the necessity of 
making a record in which no points are yielded with- 
out immediate guid pro quo. An international eco- 
nomic conference, whose delegates had power to do 
anything except talk, would find it difficult to bring 
in all the relevant facts and to exclude all the irrele- 
vant considerations. 


THE DEBT FUNDING COMMISSION AND A 
COMPREHENSIVE PLAN 


The country is therefore to be congratulated that 
the handling of our relations with Europe in the 
matter of interallied debt has been put in the hands of 
a commission of five men, headed by the Secretary of 
the Treasury. It is equally fortunate that one of the 
members of this commission is the distinguished Sec- 
retary of State. The headship of the commission, and 
its membership, composed of men trained in public 
finance, banking and business, make it a financial 
rather than a diplomatic body, while its small size 
makes it possible for it to discuss delicate matters 
without having press reports of every sentence uttered. 

A democratic country has a right to know the policy 
which its government adopts. It has the right to pass 
upon the policies after full discussion of them. The 
demand for publicity and the objection to “secret 
diplomacy” have a very solid basis in right. But 
that every step in delicate discussions should be made 
public is another matter. It is well known that ad- 
justments of labor disputes are often extremely diff- 
cult when conducted in the presence of third parties 
as arbitrators, and that discussions of labor controver- 


[94 ] 











1eir 
- of 
th- 
cO- 
do 
ng 
le- 








621 


sies at long range beget intensification of difficulties 
rather than adjustments. In public statements 
each party feels that it must take an uncompromising 
stand on the limit of its rights, and that any display 
of fairness toward the other side will be taken as a 
confession of weakness and used as an argument 
against it. On the other hand, when representatives 
of labor and employers can get together in informal, 
frank discussions, without having a transcript of their 
discussions made public, it is very frequently found 
that their differences melt away or are adjusted and 
satisfactory settlements are reached. 

It is therefore fortunate that the problem has been 
put into the hands of five men skilled in business and 
finance, who can talk realistically with the financial 
rather than the diplomatic representatives of foreign 
governments, and who can conduct their discussions 
in the quiet of the council chamber rather than in the 
public forum. 

The fact that the Debt Funding Commission is not 
empowered to reduce, modify, or cancel any of the 
debi, and that the only conclusive bargains which it 
could work out with Europe would be on the basis 
of interest at 414 per cent.and maturity at the end of 
twenty-five years, has been supposed by many to limit 
its powers so greatly that it can practically accomplish 
nothing. This view seems to be erroneous. There is 
nothing to prevent the commission from exploring 
every possibility, from entertaining every possible 
proposal. There is nothing to prevent its initiating 
any proposal that seems wise to it, in discussions with 
its European confréres. There is nothing to prevent 
the commission from developing, in cooperation with 
European commissions, a comprehensive plan, involv- 
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ing the interallied debt and all related matters, and 
submitting it with its recommendations to the Con- 
gress of the United States. 

The situation again is not unlike that which arises 
when the officer of a banking house, dealing with an 
embarrassed debtor, explores with him the possibili- 
ties of the situation, works out a plan, and reports 
the plan to his superiors for approval. It would 
frequently happen that such an officer’s preliminary 
instructions would be to accept no settlement except 
payment in full, but it would be well understood that 
such instructions would not preclude his discussing 
proposals made, or his advancing tentative proposals. 

There have been no authorized statements as to the 
policy of the Debt Funding Commission in this matter, 
or as to the willingness of the Commission to entertain 
proposals other than those laid down in the Act of 
Congress which involve interest in full at 4% per cent. 
and maturity at the end of twenty-five years. There is, 
however, good reason to suppose that the Congress, in 
laying down its terms of interest and maturity, was 
merely reiterating in substance the original agreement, 
which was that the demand loans should be refunded 
into interest bearing time loans at a rate not lower 
than the highest rate on Liberty bonds, and with a 
maturity not longer than the latest maturity on 
Liberty bonds. It would be natural for the principal, 
1. e. the Congress, in its instructions to its agent, 1. e. 
the Debt Funding Commission, to authorize it to 
make a settlement without further authority which 
involved payment in full, but the principal, 7. e. the 
Congress, may very well have felt justified in expecting 
its agent to report ior further authority in case a 
different sort of adjustment seemed necessary. 
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THE BANKER’S POINT OF VIEW AND REPARATIONS 


The application of the banker’s point of view clari- 
fies a good many problems. Thus it is urged on be- 
half of certain of our Allies that it is unjust to expect 
them to reduce the amount of the German reparation 
payments if their debts to us are not to be reduced. 
This viewpoint has led to the rejoinder that if we 
reduce the debts of our Allies to us in consideration of a 
reduction of Germany’s debt to them, we are in 
effect paying the German reparations ourselves, and 
that it is no part of our duty to do this. It is con- 
tended with propriety and correctness that from the 
standpoint of legal obligation, there is no connection 
whatever between German reparations and the inter- 
allied debts, and it is further contended that there is 
no connection between the debts of our Allies among 
themselves and the debt of any one of them to us. 
From the standpoint of international law and diplo- 
matic relations, this position is absolutely correct. 
It is no part of our duty to pay the debt of Germany 
to France, or the debt of France to Great Britain, or 
the debt of Italy to France. 

When, however, one views the matter from the 
standpoint of the banker dealing with embarrassed 
debtors, a very different situation emerges. The 
banker may properly expect to take cognizance of 
every relevant factor affecting the future financial 
prospects of his debtor. The Debt Funding Com- 
mission, viewing the matter as practical bankers, 
would, therefore, be interested in the reparation 
problem for precisely the same reason that they 
would be interested in the revenues and expenditures 
and internal debts of our debtors, their currency 
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situation, their trade policies and trade relations, 
their military budgets, and other relevant matters. 
As these other intimately related matters have been 
discussed at length in previous numbers of the Chase 
Economic Bulletin (Vol. I1, Nos. 1 and 4), it is not 
necessary to go into them here in detail. 

Regarding the reparation question, one point may 
be stressed, however. As creditors of our continental 
Allies, we are interested in seeing that they get as 
large a reparation payment as possible. If they 
could collect in full the original demands from Ger- 
many, it would affect very materially our attitude 
toward their debts to us. Since it is clear that they 
cannot collect in full their original demands from 
Germany, we are interested in bringing about a speedy 
readjustment which will assure them as much as 
possible. We would naturally desire, therefore, that 
they also should approach the problem of German 
reparations in the banker’s spirit, analyzing the situa- 
tion realistically, making all concessions that are 
necessary to get Germany on her feet again, and 
terminating the deadlock that now exists. If our Debt 
Funding Commission can aid them in solving the 
reparation problem, it is also aiding the United States 
in solving the problem of the interallied debts. 

Parenthetically, it may be observed that the inter- 
allied debt is one of the least urgent of the many ele- 
ments in the demoralization of continental Europe. 
With the exception of Great Britain, none of our Allies 
is making payments to us, nor are we making de- 
mands on them for immediate payment. No exchange 
is being drawn in connection with these debts, except 
the British debt. None the less, the interallied debt 
is a very serious, overhanging factor, which must be 
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cleared up before conditions can really be made 
straight. 





Views OF Mr. MCKENNA AND MR. HOOVER 


In recent weeks, we have had presented with great 
ability to American audiences two radically divergent 
views regarding the ability of continental Europe 
to pay her debt to our Government. The Right 
Honorable Reginald McKenna, Chairman of the 
London Joint City and Midland Bank, Ltd., speaking 
before the American Bankers Association early in 
October, held that any considerable payment through 
exports in peace times was not to be expected, and 
that the extent to which payments could be made de- 
pended upon the volume of available liquid securities 
held by the debtor countries. Great Britain, he 
maintained, has such securities in adequate volume, 
and consequently can and will surely pay. He did not 
believe, however, that our continental Allies can pay 
very much because they have used up virtually all 
their liquid securities. 

Secretary Hoover, on the other hand, in his speech 
in Toledo above referred to, is quoted as having said: 

“The settlement of international balances between 
America and Europe contain factors that are in their 
volume unique in international commerce. For in- 
stance, the annual expenditure of American tourists 
abroad, the remittances of emigrants in the United 
States to their relatives abroad, the growing volume of 
investment made by our people in foreign countries,' 
interest upon investments in the United States of 
private citizens of our debtor countries and other 
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items of so-called invisible exchange—all combine to 
furnish a large supply of our money to Europe, with 
which they in turn can make payments for interest on 
debts, or for the purchase of goods from us. In total 
to the world, these sums amounted to about $1,500,- 
000,000 in the last fiscal year, which was, indeed, a 
year of depression, and these are sums which with 
peace in the world will grow constantly over the 
future. These sums amounted to three times the 
amounts of interest on the debt and to about one-half 
of the value of all our export goods last year, and 
they are largely expended in our debtor countries. 

“If we examine our situation in international bal- 
ances during the last fiscal year, we will find that the 
world shipped us $2,600,000,000 worth of goods. This 
sum added to the items of tourists, of loans and remit- 
tances and other forms of invisible exchange, gave the 
world a paying power to us of about $4,100,000,000, 
In addition, the world shipped us over $450,000,000 in 
gold and silver. During the year, we exported 
$3,800,000,000 in goods. Thus during that fiscal 
year, the world had a paying power to us in excess of 
goods bought from us of about $750,000,000. This 
excess was probably used to readjust previous private 
debts. 

“The assumption that payments from debtor coun- 
tries would need to be made in gold or in goods direct 
to the United States, or that goods will flood our 
markets, should, of course, be modified to the extent 
of the use of invisible exchange, but beyond even that 
it does not necessarily follow that there is any flood 
of competitive goods. The world’s trade is, to a large 
extent, a sort of pool, as the result of triangular opera- 
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tions—that is, if our investors 
Argentine, then the Argentine may expend this money 


in the purchase of goods from the continent of Europe. 

































| The continent of Europe thus possessed of this 
money, may use it in payment on account of debts 
due us or in the purchase of our goods. Another case 
of triangular world commerce of profound and growing 
importance is the relation of our imports of goods 
from the tropics.” ! 

INTERNATIONAL PAYMENTS THROUGH EXPORTS 


oF Goops 


My own view would be an intermediate one, leaning 
strongly to Mr. McKenna’s position as regards the 
immediate present, but recognizing with Mr. Hoover 
that over the long run future substantial payments 
might be expected. Mr. McKenna seems greatly to 
underestimate the ability of the creditor countries to 
receive payments in goods. He fails to recognize ade- 
quately that import surpluses are characteristic of 
creditor countries, and that goods imported in pay- 
ment of foreign debts really pay for themselves and 
consequently do not lessen the ability of the receiving 
country to purchase products of its own industries.” 
If goods to the amount of $350,000,000 are sent from 
Europe to the United States and sold in our markets, 
and the proceeds in dollars are turned over to the 
United States Treasury in payment of foreign debt, 
the result would be that our Government could 
lighten the burden of taxation in the United States by 


50,000,000, giving the American taxpayer a cor- 


New York Times, Ox tober 17, 1922 see above, pp. 03-7I 


See Chase Economic Bulletin, Vol. 1, No. 4, “Procedure in Paying 
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respondingly increased ability to purchase the pro- 
ducts of domesticindustries. We need not be afraid 
of payment of the debt in the form of goods, provided 
only there are no sudden and violent changes in con- 
nection with the matter. 

A creditor country, like a private capitalist, can 
afford to consume more than it produces by its own 
labor and for precisely the same reason. 

If the country which has the payment to make will 
tax its people in such a way as to create a fiscal sur- 
plus, this automatically reduces the ability of the 
people in that country to consume as much as they 
produce. A surplus of goods available for export is 
thus created. The producers of these goods find their 
prices falling, since the buying power of the people of 
the country is reduced by taxation. On the other 
hand, the country which is receiving the payment, 
lightening the burden of taxation for its own people, 
leaves its people with increased spending power. 
Prices in the country receiving the payment thus 
tend to rise. The goods are then automatically drawn 
from the low-priced paying country into the high- 
priced receiving country. As the process goes on, 
prices rise in the paying country and fall in the re- 
ceiving country until they come into equilibrium 
again. The equilibrium point is reached when the 
fiscal surplus in the exporting country has been 
matched by the export surplus, and when the people 
in the receiving country have spent all the proceeds 
of the payment. 

In other words, the ability of the government of 
one country to make payments to the government of 
another country depends primarily: (a) on the ability 
of the people of the paying country to produce more 
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than they need to consume; (b) the ability of the gov- 
ernment of the paying country to tax its people ade- 
quately; and (c) the willingness of the government of 
the receiving country not to tax its people unnec- 
essarily. The difficulties obviously come in the first 
two conditions. The third condition may really be 
omitted. Even if the government of the receiving 
country did not lighten taxes, the aggregate income 
of the receiving country would be increased by the 
full amount of the payment made by the foreign gov- 
ernment and the volume of expenditures in the re- 
ceiving country would be equally increased. A gov- 
ernment can spend money quite as lavishly as an 
individual citizen can. 

On the other hand, I cannot share with Mr. Hoover 
the belief that it would be sufficient for us to absorb 
tropical, non-competitive products sent in from coun- 
tries to which Europe might be sending its manu- 
factures. If we are going to receive payment from 
Europe in goods, we shall have to admit European 
products in competition with our own and shall have 
to adapt our tariff policy toward that end. Triangular 
commerce can accomplish a good deal, but it cannot 
settle the debts of Europe to the United States if 
direct trade relations between Europe and United 
States do not very substantially assist. 

Mr. Hoover’s illustration of the triangular process 
by which loans made to the Argentine by the United 
States lead to excess imports from Europe to the 
Argentine, though hypothetically possible, does not 
seem to have any substantial foundation in fact. In 
the calendar year of 1921, the Argentine exported 68 
million pounds’ worth of goods to Great Britain, 
while it imported only 27,600,000 pounds’ worth of 
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goods from Great Britain. In the same year, France 
imported 833 million francs’ worth of goods from the 
Argentine and exported to the Argentine only 249 
million francs’ worth of goods. The simple fact is 
that Europe is current-debtor on export and import 
account not only to the United States but also in her 
dealings with the rest of the world, and that she is 
not building up anywhere, in any part of the world, 
surpluses through export balances comparable with 
her immense deficits in other places. 


Mr. HoOovER AND THE INTERNATIONAL 
3ALANCE SHEET 


One ventures to express dissent from Mr. Hoover's 
views with diffidence. His knowledge of European 
conditions is vast, and his practical wisdom is great. 
Few men indeed have contributed as much as he to a 
clear understanding of these problems. 

As regards the immediate situation, however, it 
seems clear that Mr. Hoover’s figures present a very 
unduly optimistic picture. The inference from the 
passage quoted above is that Europe had during the 
last fiscal year some $750,000,000 surplus on current 
account with which to settle back debts in the United 
States. This amount, Mr. Hoover indicates, is one 
likely to grow greater in the future. If any such cur- 
rent surplus were available, it is of course clear that 
Europe's ability to settle her debt to our Government 
is much greater than has been generally supposed. 
The details of Mr. Hoover’s computation are not 
made available, but from the lengthy passage quoted 
above it seems pretty clear that he has made the 
error of assuming that the current balance of the world 
as a whole with the United States is the same as the 
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balance of Europe with the United States. Among the 
invisible items which “all combine to furnish a large 
supply of our money to Europe with which they in 
turn can make payments for interest on debts,” Mr. 
Hoover includes “the growing volume of investments 
made by our people in foreign countries.” 

The published records! of foreign loans made by 
\merican investors during the fiscal year ending June 
30, 1922—the period of Mr. Hoover’s computations— 
indicate that nearly a billion dollars was loaned 
abroad. Allowing for refunding loans, the amount is 
still in excess of 850 million dollars. Of this, however, 
only about 244 millions was loaned to Europe. The 
rest, an amount in excess of 600 million dollars, was 
scattered all over the world. Canada received much 
of it. South America received a large part. The Far 
East received a good deal. When this correction is 
made, Europe’s supposed 750 million dollar surplus 
is immediately reduced to under 150 millions. It is 
true that in certain cases, parts of loans made to 
non-European countries were used by them in paying 
debts to Europe, which would give Europe command 
of the dollars received from American loans. A case in 
point would be the Dutch East Indies’ loan, perhaps 
half of which may have been used in clearing up float- 
ing debts due from the colony to the mother country, 
although a very large part appears to have been used 
in clearing up debts due to creditors in thecolony itself. 
On the other hand, however, part of the loans made 
to Europe were used in paying debts to non-European 
countries, and non-European countries were nego- 
tiating loans in Europe during the past year. Funds 
flow back and forth and these factors may well offset 

1 Federal Rese Cullztin, September, 1922, pp. 1050-52. 
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one another. It is unwarrantable to assume without 
definite and conclusive evidence that loans made to 
Canada by the United States increase the ability of 
Europe to make current payments in the United 
States. 

Moreover, when examination is made of direct 
trade relations between Europe and the United States, 
the showing is less favorable to Europe. The com- 
modity exports and imports between Europe and the 
United States, in the fiscal year ending June 30, 1922, 
were as follows: 


U.S. Exports to Europe . $2,067,027,605 
U.S. Imports from Europe 830,473,712 
Excess Exports 1,236,553,893 


Europe’s adverse balance with us is thus greater by 
$73,381,304 than is the adverse balance of the world 
as a whole with us. The same thing appears when the 
figures for gold and silver are examined. Instead of 
the 450 millions balance mentioned in Mr. Hoover's 
figures above, Europe has a balance of only 360 mil- 
lions with the United States. 

Viewing the relations between Europe and the 
United States alone during the fiscal year just passed, 
it appears that Europe had a deficit,! rather than a 
surplus of 750 millions, on current items. In any case, 
it is to be noted that even on Mr. Hoover's showing, 
such surpluses as the world as a whole may have, 


! It should be emphasized that the argument here is pr 
modification of Mr. Hoover's figures rather than an individual com 
putation of my own. I have not made independent checking, for tl 
fiscal year ending 1922, of such items as immigrants’ remittances, 
tourists’expenditures, interest payments, earnings from shipping, 
and the like. Earlier estimates dealing with these items will be found 


in the Chase Economic Bulletin, Vol. I, No. 1. 
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grow primarily out of the borrowings in our markets 
and the shipment of gold. But from the standpoint 


| of settling international indebtedness, new borrowing 


does not constitute payment. New borrowing involves 
merely the shifting of creditors. It will be a long time 
before one would feel justified in recommending that 
the general capital market in the United States 
should supply funds to the European governments 
with which to pay off their debts to our Government, 
or before private creditors should be asked to assume 
the Government's present burden. 

In so far, moreover, as Europe’s paying power in 
our markets comes from shipments of gold, it is a 
bad sign rather than a good sign. We have too much 
gold already, and Europe has too little. It is evidence 
of weakness rather than of strength that she is obliged 
to continue draining her inadequate gold reserves in 
order to meet obligations in this country. It is, more- 
over, conclusive evidence that Europe has no such 
surplus paying power in our markets as Mr. Hoover's 
figures would indicate. No, Europe is in no position 
to pay at the present time. Great Britain, by heroic 
efforts, is paying part of her interest, but the conti- 
nent is really unable to undertake anything at present. 
We must not exact the pound of flesh. We must be 
considerate and forbearing. In order to collect any 
considerable amount of these debts, we must patiently 
and sympathetically explore with our debtors the 
whole situation, and cooperate with them in solving 


their difficult problems. 
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Wendell, Charles E. Jefferson, Seth Low, John Bassett Moore, William James, 
Andrew Carnegie, Pope Pius X, H h Lammasch, Norman Angell, Charles 
W. Eliot, Sir Oliver Lodge, Lord Haldane, Alfred H. Fried, James Bryce, and 
others; also a series of official documents dealing with the European War, 
the League of Nations, the Peace Conference, a with several of the politica! 
problems resulting from the War. A list of titles and authors will be sent on 
application 
166. Constitution of the Permanent Mandates Commission; Terms of the “C” 
Mandates; Franco-British Convention of December 23, 1920; Corre- 
spondence between Great Britain and the United States respecting 
Economic Rights in the Mandated Territories; The San Remo Oil 
Agreement. September, 1921. 
167. Present Problems of the C 1ionwealth of British Nations: Conferenc: 
of Prime Ministers and Representatives of the United Kingdom, the 
Domin d India, held in June, J and August. October, 1921. 
168. Relations between Great Britain and Ireland: Proposals of British Govern- 
ment and Correspondence between Mr. Lloyd George and Mr. de Valera. 
November, 1921 
169. Washington Conference on the Limitation of Armaments. December, 

































170. Treaties of Peace between the United States on the one hand and Ger- 
many, Austria and r t ther. January, 1922. 

171. Peace through Cx : Address delivered by Mr. Lloyd George at 
Central Hall, sr, London, on January 21, 1922, and text of 
the resoluti *me Council calling the Genoa Conference. 
February, 1922 

172. Washington Conference on tl 
and Resolutions Mar 








Limitation of Armament. Part II. Treaties 


173. Correspondence betw Mr. Lloyd George and Sir James Craig on the 
Positior Ulster; Articles of Agreement establishing the Irish Free 
Sta Ir 





Free State (Agreement) Bill. April, 1922. 

merce, by Frederick P. Keppel, Ad- 
nited States. May, 1922. 
seta Kappa address at Columbia 
2, by ‘. Shotwell. June, 1922. 
ice, by James T. Shotwell; An Account of the 
yy the American Observer, Colonel C. B. Smith; 
met concluded at the Portorose Conference, 
Agreement concerning Passports and Visas concluded 


174. The Internatio hamber of Cor 
ministrative (ommissio 











ns of Berlin in 1922, by Professor Henri Lichtenberger. 


March rt and 5, 1022, in connection with the Fifth 


Cuban Society of International Law, Havana, 


f the Czecho-Sl k Republic, with introductions by 


rs) 


the Question of Constantinople and the Straits, by 








Na, ment of Europear rt 
Herbert Hoover; The Allied Debts, by Edwi 
terallied Debts a Banking Problem, by B. M 
Anderson, Jr. December, 1922 

Special Bulletins: France, Liberator of Nations, by Charles Downer Hazen. 
June, 1922 
America and England: Addresses by the Rt. Hon. Earl Balfour and 
Chief Justice Taft at a dinner in London, June 19, 1922, given by 
the Pilgrims. July, 1922 

Copies of the above, so far as they can be spared, will be sent to libraries 
and educational institutions for permanent preservation postpaid upon receipt 
of a request addressed to the Secretary of the American Association for Inter- 
national Conciliation 

A charge of five cents will be made for copies sent to individuals. Regular 
subscription rate twenty-five cents for one year, or one dollar for five years. 
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